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NEW LIGHT ON ADAM SMITH! 


THERE may be some here this afternoon who were good 
enough to listen a year ago to my description of the manuscript 
of an early draft of The Wealth of Nations. This is an epoch- 
making document, in so far as it marks, decisively, the stage 
at which Adam Smith determined to separate his treatment of 
economic conditions from that of jurisprudence in which he had 
previously considered them. It may not be unprofitable on this 
occasion to glance briefly at what went before, and to establish 
more clearly than has been possible hitherto the successive steps 
which in fact made this development possible. Since the tale goes 
back to a very early period in the life of Adam Smith, it will be 
worth while to preface it by some events in his surroundings 
which, it is to be hoped, will enable us to realise several influences 
which have recently come to light and had a share in moulding 
his character and his thought. 

The ancestry of Adam Smith has been an apparently insoluble 
problem. The finding of a particular document in an unlikely 
place provided a clue which eventually solved the riddle. That 
ancestry is interesting as being connected with the two most 
romantic episodes in the history of Scotland—namely, the 
imprisonment of Mary, Queen of Scots, and the Jacobite risings. 
Adam Smith’s father descended from the Aberdeenshire family 
of the Smiths of Rothiebrisben and Inveramsay. They were 
landed proprietors, and ranked as “lesser barons.” Some 
of the women were beautiful, and the fate of one is commemorated 
in a celebrated ballad. The men of the senior or more wealthy 
branch were active and unrepentant Jacobites, whose fortunes 
declined through fines and forfeitures. Several of the younger 
line were equally active on the other side; and, since they de- 
veloped a marked faculty for administration, they prospered. 
In the first half of the eighteenth century some of them held 

1 Presidential Address, delivered before the Annual Meeting of the Royal 
Economic Society, May 21, 1936. 
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the following offices : General Collector of Taxation in Scotland, 
Postmaster-General of Scotland, Clerk of Courts Martial of 
Scotland, Secretary to Hugh, Earl of Loudoun, Steward and 
Secretary to John, Duke of Argyle, Inspector-General of Customs 
in Scotland, Collector of Customs at Alloa, Collector and Comp- 
troller of Customs at Kirkcaldy, Secretary to the Board of Ordin- 
ance, and Yeoman of the King’s Wine Cellar. Adam Smith’s 
mother’s family had originally been the Strathenrys of Strathenry. 
In 1496 the male line failed, and the heiress married a member of 
an important Perthshire family, the Forresters of Gairden. Two 
centuries later the male line again failed, and the family became 
Douglases. By this connection Adam Smith’s grandfather was 
descended from Sir William Douglas of Loch Leven (afterwards 
Earl of Morton), who was the jailer of Mary, Queen of Scots. 
It was a great-grand uncle, George Douglas, who planned her 
escape. These genealogical details are of interest and some 
importance as showing how objective Adam Smith was. One 
of the last things that one would infer from his writings would 
be that he was connected with the landed and administrative 
classes, though in other directions these conditions and others 
connected with them shed a flood of light on many passages in 
his books. Finally, the highly developed administrative ability 
of the Smiths is worthy of note, since it can be shown that, in spite 
of the jeers of the wits, Adam also possessed it to no small extent. 

Were there time it would be worth saying something of Adam 
Smith’s childhood and boyhood. There is another well-authenti- 
cated account of his being kidnapped by gypsies, when about 
three years old, which is more colourful than that related by 
Dugald Stewart. All that it is necessary to note is that his 
genius for friendship showed itself early and remained with him 
through life. 

At the age of fourteen—that is, in 1737—he matriculated 
at the University of Glasgow. The tradition of the poor Scots 
student did not apply in his case, for his father was well-to-do, 
and though the future economist was the second son, there was 
enough to educate him and give him a start in the world. Several 
traces of his life as an undergraduate at Glasgow have lately 
come to light which again provide footnotes to his writings, 
but only one need be mentioned—that is, the discovery announced 
by Dr. Bonar,} of a copy of Grotius which had belonged to the 
old Moral Philosophy Class Library, and in which, very wrongly, 
he had written his name. This shows that, probably in 1738-9, 


1 Economic JourRNAL, March 1936, p. 180. 
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when he attended Hutcheson’s class, he was reading Grotius, and 
from other sources it is established that he studied Puffendorf 
at the same time. These facts are to be noted, for they may 
prove to be the starting-point of the inquiry which I hope to 
develop later. He graduated in 1740, and was elected to the 
Snell Exhibition at Balliol College, Oxford, which is said to 
have been the most valuable foundation open to very young men 
at any University in the early part of the eighteenth century. 

At Balliol he added another exhibition to it—the Warner— 
to which he was promoted by the Archbishop of Canterbury. 
There is an episode in his life there which shows his entry into 
the fellowship of undergraduates of all time—that is, in the usual 
application for further funds. In 1740 comes the opening gambit, 
complaining of the “extraordinary and most extravagant fees we 
are obliged to pay the College and the University,” and then in 
another letter there is the cri de cwur, “ I have not yet received the 
money ’—the touch of nature which brings him very close to 
most of us at this period of life. The progress of an involved 
Chancery suit liberated him from an obligation which the founder 
had aimed at imposing on Exhibitioners—namely, that they should 
take orders of the Church of England. Thus Adam Smith was 
free to study as he pleased. While Oxford contributed to his 
general culture, it did not help him towards what was to be his 
lifework.1 Possibly the most interesting episode of his career 
at Balliol was the cause of his leaving. His Exhibition was due 
to continue till 1750, and might have been extended till 1751, 
yet he went down in the summer of 1746 and did not return. 
When the value of the Exhibition is considered and that Adam 
Smith had a strong Aberdonian strain in him, this requires ex- 
planation. It seems highly probable that this is to be found in the 
fact that Balliol was aggressively Jacobite. Adam Smith never 
concealed his opinions, with the result that he found continued 
residence there impossible. This leads to a curious speculation— 
namely, if he had remained at Oxford for the full period of the 
Exhibition, it is likely he would not have been appointed to the 
Professorship at Glasgow in January 1751, since he would not 

1 Thus Edward Bentham of Oriel in his Introduction to Moral Philosophy, 
first issued in 1745, mentions that, while Politicks and Giconomicks ought to 
be treated distinctly in a complete system of Ethics, he proposes to follow “‘ the 
general plan on which the subject has commonly been methodised,” and so 
omits them. It is of some interest to note that with regard to money (which is 
the only economic passage), he writes, “It is requisite that we learn both the 
value and use of money; that we extend our views forward, compute our income 
and regulate our expenses by it” (edition of 1746, p. 51). Even Adam Smith 


could not have found this suggestive. 
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have been able to establish the Scottish reputation which was 
a factor in his election. 

After spending some time in seeking an opening for a career, 
Adam Smith gave public lectures in Edinburgh from 1748 to 
1751. These will occupy our attention presently, but before 
proceeding to a consideration of the subject-matter it will be 
well to try to get a closer conception of the man himself. It is 
one of the traits of the British character which is inexplicable 
to people of most other nations that not only have we no belief 
in supermen, but we seem to require some homely or simple 
characteristic in eminent persons—occasionally even a sort of 
Chaucerian temper makes them more real and endears them to us 
by their encountering the mischances which befall ordinary men. 
Thus admiration becomes founded on an essential basis of the unity 
in a common humanity. Adam Smith was fortunate in many 
things. From 1750, when, on the death of his half-brother he 
inherited his father’s property, he had enough for modest comfort, 
and in his later years he was able to be generous to many persons 
and causes in which he believed. He was tenderly devoted to his 
mother, and she was spared to him during almost all his life. 
Fame came to him without stint. He had to spend much time 
in writing tactful letters to discourage competing translations of 
his works into foreign languages. His friends included those best 
worth knowing in Great Britain, amongst whom were more than 
one Prime Minister, and he is now known to have been working in 
the study of the Chancellor of the Exchequer at Downing Street 
during the time when the fateful Budget of 1767 was being 
prepared—that which taxed the American colonies. 

There was one relation of life in which he failed. He never 
succeeded in inducing any lady to accept his addresses. Soon 
after he came down from Oxford, he fell violently in love. Years 
after, meeting his former flame and having evidently quite for- 
gotten her, he waited expectantly to be introduced until his cousin, 
Miss Douglas, exclaimed, ‘‘ Adam ! don’t you know it’s your ain 
Jeannie.’ Before he went to France there was another attach- 
ment—likewise unsuccessful—and his friends there were greatly 
interested to discover whether this ‘‘ maid of Fife ’’ would maintain 
her place against some of the ladies of the salons of Paris or the 
dashing Marquise who pursued him to Abbeville. Another 
incident reveals Adam Smith in a strange predicament. Just 
before he was appointed Commissioner of Customs, he was riding 
along a lonely road followed by his servant when he was stopped 
by a highwayman. The servant aimed a pistol at the masked 
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figure, but Adam Smith prevented him from firing and duly 
delivered his valuables. Alexander Wedderburn, who was at 
this time Solicitor-General and was later Lord Chancellor, wrote 
that the motive was not prevention of the effusion of blood, but 
prudence, since the servant was much more likely to hit his 
master than the robber. We find him in another strange situa- 
tion in interceding for a young bride who had made a runaway 
match—thus the eighteenth century, too, had its “ revolting 
daughters.”” The stern parent was a distant relative of Adam 
Smith—Admiral Sir Charles Douglas, Bart., of Carr, who was as 
violent against his friends and compatriots as against the enemy. 
His reaction to the marriage was to declare that “‘ my undutiful 
eldest daughter is severed for ever and for ever from the parent 
stock.’”’ No doubt his bark was worse than his bite, since, as 
appears from a letter of the young wife, Adam Smith succeeded, 
by the exercise of much tact, in obtaining a very considerable 
relief of the family tension. - - . 

The time that he spent in Edinburgh from 1748 to 1751, when 
he was between twenty-five and twenty-eight years of age, 
requires the closest attention, since by then he had already 
arrived at the fundamental principles of his economic system. 
Henry Home, Lord Kames, a Scottish judge, was anxious that 
members of the Scottish Bar should have a wider general education 
than they usually received. He and others employed Adam 
Smith to deliver public lectures with this end in view. The 
first course consisted of Belles Lettres, or what we should now call 
literary criticism. This account, which leaves the more important 
part of the tale untold, is all that has been available hitherto. 
A manuscript note by an intimate friend of Adam Smith, John 
Callender of Craigforth, an advocate, who is better known as an 
antiquarian, describes another course which, as appears from the 
context, he had attended, and which was given to students of 
jurisprudence. This fact at once opens up a new vista, and it 
establishes a direct connection with the lecture which Adam 
Smith gave to the Business or Political Economy Club at Glasgow 
in 1755, where sentences are quoted from these lectures, and the 
writing of which is dated about 1749. These sentences would 
find a natural context in discourses on Jurisprudence, since there 
are traces of a strong political reference, as when he writes: 
‘* Man is generally considered by statesmen and projectors as the 
materials of a sort of political mechanics. Projectors disturb 
nature in her operations in human affairs; and it requires no 
more than to let her alone and give her fair play in the pursuit 
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of her ends that she may establish her own designs.’’ Here, as in 
another passage, the basic principle of The Wealth of Nations 
is stated clearly. 

The paragraphs in Dugald, Stewart’s Memoir of Adam Smith, 
in which the lecture of 1755 is mentioned, have seemed to me 
for a long time to be rather mysterious. It will be recalled 
that it was occasioned through some person or persons having 
used material derived from Adam Smith without acknowledg- 
ment. In this lecture he gave, according to Stewart, ‘a pretty 
long enumeration of certain leading principles, both political and 
literary, to which he was anxious to establish his exclusive right.”’ 
Considering that about forty years had elapsed between the time 
of the plagiarism and that at which Stewart wrote the Memoir, 
one fails to understand why he handles this episode as if he were 
in deadly fear of saying anything of real importance about it. 
At length the secret is out. Adam Smith made not one charge 
of plagiarism, but two, and it is the second (which Stewart does 
not mention) which imposed the greatest discretion on him. The 
authority is again the John Callender, previously mentioned, who 
records that William Robertson borrowed the first volume of his 
History of Charles V from the lectures by Adam Smith on Civil 
Law or Jurisprudence, ‘‘ as every student could testify.” This 
History was published in 1769. Another similar charge was 
made by Adam Smith himself against Ferguson’s History of 
Civil Society, published in 1767. This at once explains Stewart’s 
extreme restraint, for Robertson was his Principal in the University 
of Edinburgh and Ferguson the colleague with whom he was most 
closely associated, hence the need for his walking warily, as 
if he were treading on eggs. It may appear that the allusion 
to Robertson’s book is not very enlightening. The first volume 
of the earliest edition is a general introduction which does not deal 
directly with Charles V. It is, in fact, a discussion of the develop- 
ment of thought, government, law, religion, civilisation and 
commerce from the break-up of the Roman Empire down to the 
time at which Charles V came to the throne. If one compares 
these topics and the extracts from Adam Smith’s treatment of 
them, it at once becomes clear that we have, in fact, an early 
form of the Glasgow Lectures—that is, a course on Jurisprudence, 
taking that term in an extended meaning, and containing a con- 
siderable amount of economic material. 

To return for a moment to Stewart’s treatment of this matter, it 
is worth noticing how extremely ingeniously he dealt with the 
situation. From the fact that Adam Smith addressed his protest 
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to a local audience, it is not improbable that the first plagiarism 
was also local. It so happened that the Glasgow newspapers at 
this time included a number of literary articles. In the year 
during which Adam Smith held the Professorship of Logic and 
Metaphysics at Glasgow, he devoted most of his course to the 
lectures he had given previously on literature at Edinburgh. 
It is likely some one who had heard them had incorporated large 
sections in articles of the type which have been mentioned. The 
ingenuity of Stewart lay in his abstaining from citing any of 
Adam Smith’s claims to originality where they would touch those 
topics where suggestions either of the earlier or the later plagiarisms 
had arisen. Thus not a word is said about literature or juris- 
prudence. Since both Robertson and Ferguson pay very little 
attention to economic questions, we do find the highly important 
extracts relating to these. 

Since there is more to come, it may be convenient to sum 
up the results as far as the evidence has already been-analysed. 
In 1738-9 Adam Smith was studying Grotius and Puffendorf. 
From them, as well as from his teacher, Francis Hutcheson, he 
had learned to accept the supremacy of the Lex Naturalis or 
Lex Nature. No indication is available of the date at which the 
thought burst upon him that besides applying in the form of 
something prior to, and at the same time forming the only 
valid basis, for moral and legal precepts, it was no less applicable 
to industry, commerce and social life. All that can be said is that 
this discovery had been made by 1749. A second consideration 
suggests that it had been made some time before. So far the 
process of proof was deductive; and, as such, rests on the 
eighteenth-century conception of the Lex Nature. To this there 
was added an inductive verification through the whole course 
of history, ancient as well as modern; and it is interesting to note 
that, in this part of his work, the comparative element, which is 
so marked in T'he Wealth of Nations, had already begun to appear. 

It sometimes happens that, after one has collected all the 
available evidence on a particular subject, and, after constructing 
many theories, has at length reached an explanation which appears 
to be satisfactory as embodying all the available facts, consistent 
with itself and consonant with other known conditions, quite 
independent confirmation comes to light after all the work has 
been done. It is so in this case, for a really amazing thing has 
occurred—namely, the tracing, after all these years, of a quite 
substantial part of the original manuscript of the Edinburgh 
Lectures on Jurisprudence. This consists of seventeen folio 
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pages containing one complete lecture which treats of Scottish 
prices from 1243 to 1561. This was not incorporated in The 
Wealth of Nations, being replaced by a later and much more 
extensive inquiry on prices generally. The remainder of the 
manuscript comprises the ends of three distinct lectures. One 
deals with moral and legal obligation, and sentences from it were 
copied into the Theory of Moral Sentiments. The other two are 
concerned with Division of Labour, and we find in them the case 
of the ‘‘ Philosopher and the Porter ”’ as it appears in the Glasgow 
Lectures and also in the draft of The Wealth of Nations. There 
is also ‘‘ the comparison of land and water carriage ”’ in a shorter 
form; and it is characteristic of Adam Smith that a number of 
sentences which appear here have been repeated in the Glasgow 
Lectures, the draft of The Wealth of Nations and yet again in the 
latter as printed. The method of composition was partly one 
of elision,! but more largely of accretion, so that there are parts 
of The Wealth of Nations which were first written as far back as 
1749 or possibly even before. 

Another feature of these pages is the very careful workman- 
ship. In this earliest form they were twice revised. Once 
when the amanuensis wrote in additions and corrections, and 
again when Adam Smith made further alterations in his own hand. 
As will be seen, the whole was rewritten more than once. 

In October 1751 Adam Smith began his work at Glasgow. 
It appears that the summer or autumn of 1763 is the most 
probable date for the writing of the draft of The Wealth of Nations, 
and therefore there is an interval of twelve years. So much 
has been recovered of his studies and occupations that it is 
possible to form a fairly close estimate of the time available 
for his own work; and it may be said that, unless a sub- 
stantial foundation had been already laid, it would be difficult, 
if not impossible, to fit in the amount he accomplished by the 
end of the period, especially when account is taken of his own 
declaration that he was a very slow worker. It was not only 
that his College work and the meetings of the discussion clubs, 
to which he belonged, required much of his time, but also his 
hereditary aptitude for business was soon recognised, and he was 
greatly engaged in the intricate affairs of the University. This 
phase of his life occasioned the writing of a long memorandum on 
fundamental principles of academic government, which I am 
printing with a number of other unpublished documents relating 
to his career at this period. In addition, he had very great gifts 


1 Economic JOURNAL, June 1935. 
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as a conciliator, all of which were required in dealing with some 
of his colleagues, who, like other specialists, often failed to see 
more than half of one side of a case. 

These twelve years (1751-63) may be divided into three 
divisions, each of about four years. The first extended from 
1751 to 1755—the latter being the year both of the lecture already 
mentioned and of the contributions to the short-lived Edinburgh 
Review. In this period, by meeting men of business, Adam 
Smith was collecting impressions for a second verification of his 
theory. He could not fail to seize that which events forced on 
his attention. Before the Union of 1707, Scotland was excluded 
from the English colonial trade, and the commerce of the West 
of Scotland was small and mainly local. After this impediment 
had been removed, it developed in a remarkable and even spec- 
tacular manner, which seemed to Adam Smith the exact conse- 
quence of “‘ giving Nature fair play in the pursuit of her ends that 
she may establish her own designs.” It is remarkahle how many 
allusions are to be found in the Glasgow Lectures to local economic 
conditions, and many more can be traced where the industry 
and commerce of the Clyde are not expressly mentioned, but were 
evidently present in the mind of the writer. In addition to 
personal investigations, which were necessarily slow, he was still 
continuing his studies in Jurisprudence, as is shown by the large 
number of books on this subject which were acquired by the 
University Library at this time. 

In the second four-year period—from 1755 to 1759—he con- 
centrated more on the studies connected with the Chair of Moral 
Philosophy, which he then held. It was at this time that the 
Theory of Moral Sentiments was written and seen through the 
Press. At the same date his studies in Jurisprudence were 
being continued, both in the principles of law and, also, tending 
more and more to social and economic conditions. Adam 
Smith’s method may well be the despair of the ‘bookseller who 
specialises in so-called economic literature. The ‘“‘ early economic 
classics’ of the catalogues were not altogether ignored, but his real 
sources were books of travels and the latest histories of foreign 
countries. 

In the final Glasgow period—from 1759 to 1763—Adam Smith 
began a further revision of his manuscript on Jurisprudence 
which was required for his lectures, since most of those he had 
been using for a number of years were now printed in the Theory. 
This involved recasting them. The Edinburgh lectures were what 
he called “‘ discourses,’’ that is a series of short essays on kindred 
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subjects. The whole body of material required to be rewritten 
by his amanuensis, so that the argument should be connected 
together. In doing this many paragraphs and sentences were 
copied, as they stood, from the earlier manuscript. 

The acquisition of further legal books, histories and travels was 
continued up to 1760, after which date the additions were fewer, 
and consisted of new books or those of which Adam Smith had 
only recently heard of, or, occasionally, very expensive works for 
which funds had not been available earlier. As new facts or 
illustrations were collected, these were inserted in the margin 
which was left in Adam Smith’s manuscripts for this purpose. 
It was in this way that the Glasgow Lectures, in the form in which 
they have come down to us, were built up. Though these notes 
were made in the session 1762-3, they represent the process of 
gradual accretion and modification which had extended back 
over at least thirteen years. It may be repeated—and unless 
this is steadily kept in view a most important element in Adam 
Smith’s development will be missed—that these lectures were 
on what he called Jurisprudence, but in which there was a relatively 
self-contained economic portion. Then there came the really 
epoch-making decision, probably in the second half of the year 
1763, to remove this economic material from its legal matrix 
and make it a separate book. The circumstances which led to this 
result have been described elsewhere,! and yet one cannot fail 
to note how in this case, as so often in human affairs, an apparently 
accidental event led to momentous results. 

It was in this way that the draft of The Wealth of Nations 
was written. Its composition was both an end and a beginning. 
It marked the end of Adam Smith’s literary apprenticeship by 
concentrating his efforts on what was to be his life-work. It 
was also a beginning, for it was the foundation to be extended 
by new influences he was to experience in France, and, on his 
return, by much study and research both at Kirkcaldy and 
London. 

As we begin to know more of Adam Smith’s life and to under- 
stand it better, we cannot fail to be impressed with its symmetry. 
He had studied the literatures of the chief civilisations, both 
ancientandmodern. Thenhe had learnt what histories and travels 
could teach him of the organisation of government, legal and social 
systems, as well as the mechanism of commerce. At the age of 
forty he was ready to extend this knowledge by firsthand inquiry 
in Europe, to meet those best able to give him the standpoint 

1 Economic JOURNAL, October 1935, 
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of other nations, to procure him unpublished information and— 
above all—to compare his impressions with those of the Physiocrats 
whom he met in Paris. 

There is something to be added in conclusion. The choice 
of a subject for this address may have occasioned some surprise. 
Adam Smith’s time seems remote from that in which we live, with 
all its perplexities. Yet there is something to be said for seeking 
temporary relief by glancing back for a moment to a period in 
which events can be seen in their true perspective. More than 
this, one cannot help feeling that his message is not yet exhausted. 
That has two great aspects—its content and its spirit. As to the 
first, while his principle of division of labour has given birth to 
organisation, our problem is to reconcile that with his other 
principle of freedom. ‘Thus in this respect his work demands a 
sequel. Still more fruitful is its whole spirit—that of clarity 
of vision and the widest human sympathy. The more we dis- 
cover of his life, the more the fineness of his character stands out. 
Intellectually, he was pre-eminently a master in seeing economic 
life steadily and whole. And the fruit of both mind and character 
was his ‘‘ optimism,” which was at bottom his unshakable faith 
in man’s destiny. In this—as it seems to me—the economists 
of the twentieth century may perhaps still learn something 
from Adam Smith—and that to their own comfort and the 


ultimate advancement of their subject. 
W. R. Scott 








THE SUPPLY OF GOLD 


Sixth Annual Report of the Bank for International Settlements 
April Ist, 1935-March 31st, 1936. Basle, May 1936. 

Report of the Union Corporation for 1935. 

Marcel Labordére: Gleanings of Gold Imports and Exports 1935. 
Paris, April 1936. 

Monthly Review of the U.S.S.R. Trade Delegation in Great Britain. 
June 1936. 


Eacu year the Annual Report of the B.I.S. has to revise 
its classification of the relationship of the various currencies 
towards gold. In the year 1935-6 the most important event 
has been the de facto stability of sterling, and therefore of the 
countries of the sterling bloc, in terms of gold. Whilst in 1934 
the gold value of sterling fluctuated within a range of 13 per cent., 
“since the middle of 1935 the widest variations in the price of 
gold in London have not exceeded in all 2 per cent.’ Moreover, 
whilst Poland has left the old gold bloc and Italy’s position has 
become increasingly dubious, ‘‘ the United States dollar, the 
Czechoslovakian crown, the belga and the Danzig guilder have 
been re-linked directly to gold,” though the United States retains 
a limited discretion to vary. Thus, in fact, over the past year the 
exchanges of a large part of the world have been stable in terms of 
gold; and, apart from this, the position of the metal as a means 
of settling the international balances of payments has been 
strengthened rather than weakened. The prospect of the future 
supplies of gold remains, therefore, a matter of great practical 
importance. 


I 


The question has to be regarded under three aspects: the 
future supply of newly mined gold, the hoarding of gold, and the 
distribution of monetary gold. Under the first aspect, our gradual 
realisation of the magnitude of Russia’s actual and prospective 
supplies has been the important event of the year. According 
to the B.I.S. Report, the actual production of Russia in 1935 
amounted to 5,650,000 ounces, worth (at £7 to the ounce) about 
£40,000,000, which is more than half the output of South Africa 
and about four times Russia’s pre-war output. The Report 
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of the Union Corporation takes seriously the claim that by the 
end of the present year the Russian output will be at the rate 
of ten, or even eleven, million ounces per annum, worth £70,000,000. 
At the rate of eleven million ounces, the Russian output would be 
approximately equal to the South African. In the Report of the 
B.LS. the chief of the Soviet Trust concerned with gold production 
is quoted as predicting the above rate of output, not by the end 
of 1936, but by 1940. If we accept this more conservative esti- 
mate, the development is still astounding. So far, it seems, 
only a small amount of the output is being exported, the figure for 
1935 being estimated by the U.S.8.R. Trade Delegation in their 
Summary of the Balance of Payments in 1935 at about £2,000,000 
in that year.1 Even so the U.8.8.R. was able to diminish its 
international indebtedness during 1935 by about £4,000,000; and, 
at the same time, it would seem, to increase its internal gold 
reserves by about £38,000,000. It appears quite possible that 
Russia has by now an international balance in her favour, if we 
allow for the whole of her gold output, at the rate of some 
£50,000,000 per annum. Thus with a surprising suddenness she 
has reached the position of being one of the major financial 
powers in the world, especially if her very great liquidity is con- 
sidered. Instead of paying for imports by means of bills carrying 
a usurious rate of interest, these purchases are now, mainly, on a 
cash basis; and she is no longer under any pressing necessity—a 
fact which the outside world has, perhaps, not yet realised—to 
force on foreign markets her wheat and other foodstuffs which 
are really required to raise the standard of life at home and to 
build up reserves. The loan of £10,000,000 lately arranged in 
London with the help of the good offices of the British Govern- 
ment must be regarded, I think, as having a diplomatic, rather 
than a financial, significance ; though the U.S.S.R. may prefer for 
the time being to keep an ultra-liquid position of its reserves. 
It is worth adding that up to the end of October 1935 the 
U.S.S.R. State Bank showed an increase of about £20,000,000 in 
its gold reserves compared with December 1934; but since that 
date the greater part of these reserves has been transferred to 
the Finance Commissariat, which does not publish its figures. 
At the present time the aggregate figure of the Russian gold 
reserves may possibly exceed £200,000,000. 





1 On the other hand, M. Labordére shows that gold imports from Russia 
during 1935 into the United States, Great Britain and Germany were reported 
at sums amounting altogether to £5,000,000. Perhaps the difference is explained 
by gold held abroad under earmark or the like. 
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We must now combine these estimates with those for other 
countries to obtain the total supplies of gold. Hitherto the 
effect of devaluation in raising the price of gold, so far from 
increasing the output of the South African mines, has actually 
diminished it, the figures for 1935 being a little below those for 
1931, 1932 or 1933. This is due to technical reasons. The 
higher price makes it profitable to mill lower grade at once, 
whereas a corresponding increase in the milling plant takes time. 
Nevertheless an increase in output is only a question of time, 
and the Union Corporation estimate that the South African 
aggregate should increase from its present figure of about eleven 
million ounces per annum to fifteen million ounces within the next 
five or six years. Moreover, the high price of gold stimulates 
prospecting all over the world, and the supply from miscellaneous 
sources is steadily increasing. ‘To sum up, the Union Corporation 
estimate that world output should in all probability exceed forty 
million ounces in 1940, as compared with thirty million ounces in 
1935, twenty million ounces in 1925 and three and a half million 
ounces in 1850. 

The supplement to new output from net exports of gold hoards 
from the East was smaller in 1935 than in the immediately pre- 
ceding years but still amounted to about five million ounces, 
bringing the total from 1931 to 1935 to about thirty-seven million 
ounces. Thus altogether about thirty-five million ounces, worth 
(say) £250,000,000, became available during 1935 for monetary 
and other purposes;+ and, even if the present net exports from 
the East were to be gradually replaced by a net import,? it seems 
likely that about £250,000,000 worth of new gold should become 
available per annum for some little time to come, or (say) about 
5 per cent. per annum of the existing monetary stock. 


Il 


So much for the supply side. On the demand side, the effects 
of these large increments are being much retarded at present by 
the high liquidity preference which still influences many holders 
of currency, whether gold, notes or bank deposits, and by the 
extreme and still-increasing inequality of the distribution of the 
gold between different countries. In 1935 less than half of 

1 We can almost neglect the net consumption of gold in industry, since the 
B.1.8. Report now estimates this at no more than 5 per cent. of current production. 

2 The decline in the money incomes of India’s agricultural population, shown 
in Mr. Ayyar’s note in this JouRNAL, is probably responsible for a large part of these 


exports. When the prices of India’s agricultural output rise, a re-flux of the 
precious metals into India may very well occur. 
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the new gold appeared in the aggregate reported gold holdings 
of banks of issue and governments. But the growing practice, 
made fashionable by our own Equalisation Fund, by which gold is 
held outside statutory gold reserves, being included—if it is in- 
cluded at all—in the foreign exchange holdings or ‘‘ miscellaneous 
assets,’ renders it increasingly difficult to estimate the amount 
of private hoards. ‘“ On-balance,” the B.I.S. reports, “ there 
was undoubtedly a net increase in the total amount of gold 
privately hoarded, but the increase was probably lower than in 
any of the previous four years ”’; though they add that “ there has, 
however, been an intensification of private hoarding in the first 
quarter of 1936.” “The British Exchange Equalisation Account,” 
they conclude, “ has added considerably to its gold holdings during 
the year, while the foreign liabilities of the London market have 
also risen, though not in the same proportion.” If this is correct, 
the British Balance of Payments must be much more favourable 
than the Board of Trade estimates, since it seems probable that a 
fairly large amount of British money has been also invested in 
Wall Street. The B.I.S. estimates lead up to the conclusion, 
though they leave this to be inferred by arithmeticians other than 
themselves, that, of the new gold available in 1935 after deducting 
what was employed in industry, about £113,000,000 appeared in 
Central Bank returns, £110,000,000 was absorbed in Equalisation 
Funds and the like, and only £20,000,000 was added to private 
hoards. Thus 90 per cent. of the new gold was available for 
monetary purposes. 

An additional item of interest has been brought to the surface 
in M. Labordére’s Gleanings, namely the shift of privately owned 
hoards out of Holland and Switzerland, the excess of net exports 
over the decrease of visible gold having been 1,813,432 ounces in 
Holland and 1,706,452 ounces in Switzerland, making a total of 
3,519,884 ounces; whereas in France there was an excess of 
6,537,274 ounces in the decrease of visible gold over the net 
exports, part of which is to be explained by gold held in Paris 
on account of the British and (perhaps) the American Equalisation 
Funds. If we assume that the increase in private hoards is all 
held in France or Great Britain, we can rationalise the above figures 
as follows :— 

£ 


Net increase in private hoards . 5 20,000,000 


Private hoards exported from Holland and 
Switzerland é : ‘ : - 25,000,000 


£45,000,000 
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£ 
Increase in private hoards and Equalisation 
Funds in Great Britain ‘ ; - 61,000,000 
Ditto in France ‘ " . : 45,000,000 


£106,000,000 


Of which private hoards , ; 45,000,000 
Leaving for Equalisation Funds in France ——————— 
and Great Britain ’ . . - £61,000,000 


M. Labordére shows that British net imports of gold were 
£74,000,000, of which about £13,000,000 was shown, leaving 
£61,000,000 (not to be confused with the similar figure given above) 
for private hoards and the Equalisation Fund in Great Britain. 
If a guess can be made at all, about £60,000,000 may have been 
added to the British Equalisation Funds, held partly in London 
and partly in Paris, £20,000,000 to the Russian concealed reserves 
and £30,000,000 to those of other countries. Assuming that 
Dutch and Swiss private hoards were mainly transferred to Great 
Britain, it follows that a fairly large proportion of the increment 
to the British Equalisation Fund was retained in Paris. But such 
guesses are, perhaps, scarcely worth making. The Bank of 
England has been only too successful in creating an atmosphere 
of obscurity and ignorance; though some day, one fears, the 
country may have to pay a heavy penalty as a result of having 
been kept in ignorance of fundamental economic data. 

At any rate, it is a welcome change that private hoarding is 
approaching saturation point and that 90 per cent. of the new 
gold is now available for monetary purposes. Nevertheless, the 
inequality of its distribution is no less marked than before. 
France, Italy, Switzerland and Holland have lost large amounts 
—£330,000,000 between them ; but the whole of this sum, together 
with the whole of the newly mined gold, has accrued to the U.S.A., 
Great Britain and Russia. 


iil 


What conclusions can we draw from the present and pro- 
spective abundant supplies of gold? We must trace them, in the 
main, through the effect of these supplies on the rate of interest. 
One government after another, with the Central Banks dragged 
at their heels, is becoming convinced as to the importance of 
maintaining cheap money. It is equally necessary whether we 
are most interested in curing unemployment or in financing 
rearmament. The abundant supplies of gold mean that the most 


1 Ttaly’s gold reserve was halved during 1935, and has probably been at least 
halved again since then; but the figures are no longer published. 
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important obstacle, in the eyes of orthodox bankers, in the way 
of maintaining cheap money is greatly diminished. But the full 
effect of this influence is much delayed, partly by the postpone- 
ment of the devaluation of the gold bloc, pending which no one 
can settle down, and partly by the inequality in the distribution 
of the gold. In London and New York money is really cheap. 
In London bank-rate has been unchanged at 2 per cent. for more 
than four years, whilst Treasury bill rate shows that the effective 
figure is nearer 1 per cent.; and in New York the corresponding 
rates are even lower. But the B.I.8. table of short-term money 
rates shows that elsewhere progress is slow and fitful. Of the 
twenty-six European Central banks, seventeen had discount rates 
of 4 per cent. or more at the end of 1934, the same number at the 
end of 1935 and the same number in March 1936. The effect 
on the long-term rate of interest has been slower, but, nevertheless, 
continuous. The B.I.S. Report sums up as follows :— 


For the four years there has in general been a decided 
downward trend in long-term yields which has brought the 
London rate from about 5 to around 3 per cent.; the New 
York rate from 4 to 24-3 per cent.; while in Berlin the rate 
fell below 5 per cent. in 1935 compared with over 12 per cent. 
early in 1932. The yield of the 3 per cent. perpetual rente 
in Paris stood around 4 per cent. at the end of 1935—for a 
year to the spring of 1934 the yield was 4} per cent.; the 
improvement in the spring and late autumn of 1934 which 
nearly brought the rate down to 3} per cent. was interrupted 
by the disturbing events of 1935. . . . The yield of all out- 
standing Treasury bonds (in the United States) of over 
eight years’ maturity fell below 2-6 per cent. in July 1935, 
a record for all time. Thus, although in the past five 
years the total debt of the United States has been nearly 
doubled, the service charge has risen only 50 per cent., 
being kept down by conversions and by the very low current 
rate of interest on short-term securities. 


In Great Britain, however, no further progress has been made 
lately, the long-term rate of interest reaching its lowest point 
in January 1935, when 24 per cent. Consols touched 94, the highest 
price ever reached, compared with 85 in July 1936. 

Nevertheless, in the long run the abundant supplies of gold 
are bound to exert a great influence in keeping rates of interest 
down. For the present there seems to be no risk, largely for the 
reasons given above, of their being over-abundant. But if, after 

No. 183.—vVOL. XLVI. FF 
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the devaluation of the gold bloc, private hoards were to be dispersed, 
and if, in due course, Europe were to cash in its profits (or losses) 
in Wall Street in sufficient volume to cause a substantial outflow 
of gold from the United States, there might ensue an effect on the 
rate of interest throughout the world of an order of magnitude 
quite different from anything hitherto experienced. It is quite 
conceivable, for example, that as much as £500,000,000 might 
be added in a single year, and an equal sum in the year following, 
to the reserves of Central Banks outside the United States. The 
Governor of the Bank of England was reported a short time ago 
to have held up his hands in mock horror to an American 
journalist who asked whether he hoped for a return of gold from 
America: “‘ We have had quite enough trouble already,” Mr. 
Norman said, “in digging it out of the ground.” Mr. Norman is 
right, I think, in expecting the supply of gold in the future to add 
to his perplexities by its superabundance rather than by its 
deficiency. Moreover, if the idea gets abroad that the rate of 
interest has not yet touched bottom—and quite the opposite 
idea prevails in London at present in quarters which dominate 
the market—the diminution in liquidity-preference will also 
accentuate the downward movement. 

Meanwhile the influence on prices is likely to be steadily 
upwards, partly as a result of the restoration of normal profits 
as output increases (and of abnormal profits if effective demand 
were to increase too rapidly, so that new equipment could not be 
created, or new labour trained, fast enough to offset the diminish- 
ing return from employing old equipment more intensively with 
less efficient labour), and partly through the lack of a compelling 
motive to check the rising tendency of money-wages which 
usually ensues on improving profits. Provided, however, that 
the process of recovery is sufficiently gradual (as it has been 
hitherto), the increase in incomes, as a result of rising prices and 
rising outputs, should not be so sharp as to offset the abundance 
of gold. 

The importance of the large supplies of gold now in sight lies 
in the fact that they may make possible by more or less orthodox 
methods adjustments, highly desirable in themselves, which we 
should be less likely to secure by other means. The muse of 
History is ironically disposed. Communist efficiency in the ex- 
traction of gold may serve to sustain yet awhile the capitalist 


system. 
J. M. Keynes 


July, 1936. 











IRRATIONALITY IN CONSUMERS’ DEMAND 


In recent years, the concept of utility has been subjected to 
much rough treatment by many writers. It has become almost 
fashionable to insert some such note as “ This discussion is 
conducted without prejudice to the question whether maximum 
social utility is a legitimate conception,’’! and one hears less of 
the hedonistic calculus; which is probably just as it should be, 
for many applications were quite illegitimate—thus the utility 
of something to different individuals was being compared in a 
way that was quite indefensible. 

Now, the theory of value can be discussed quite satisfactorily 
without going into philosophical questions about whether utility 
really has any fundamental meaning or not. We can adopt a 
purely behaviouristic approach, and construct our demand 
curves simply on the basis of observation, coupled with imagina- 
tion and “‘ Gedanken Experimente.”’ ‘This must, in fact, be at 
least theoretically possible, for the thing we want to know (how 
much of a commodity will be sold in a given market under certain 
conditions) is one which must, in fact, be decided every day. 
People must make these decisions, and it is a matter of com- 
parative indifference whether their reasons are good or bad, or 
even whether they have any at all. So long as the results are 
not too hopelessly erratic, we can draw ourf demand curve and 
proceed with the argument. 

This means of escape, however, is not open to those who wish 
to discuss problems of welfare and the like. They cannot retreat 
into a stronghold of academic detachment and say that they do 
not mind why a man will buy six bananas a week at a ld. but 
only three at 2d.; his motives do not affect price and output, 
which are influenced solely by his actions; but they may be very 
important if, for example, we are seeking a guide to maximum 
welfare. (Perhaps one should conform to modern usage and 
add, ‘‘ Assuming such a concept to be legitimate.”) In such 
cases, therefore, it may be an essential part of the problem to 
study the ways, rational or irrational, in which consumers’ 
decisions are, in fact, reached; if desirable, it may then be 
possible to modify the existing procedure by means of education 


1 Mrs. Robinson, Economic JournNAt, Sept. 1935. 
FF2 
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or propaganda. But somehow this aspect of the problem seems 
to have been largely ignored. On the one hand, there has been 
theoretical discussion based on utility, indifference curves and 
the like, of how consumers ought to make their decisions; on 
the other, practical investigators have collected family budgets 
to discover the results of the decisions actually made: but little 
attention has been paid to the question of how these decisions 
are, in fact, reached. 

The object of this article is not, however, to attempt a complete 
or systematic analysis of the motives which determine con- 
sumers’ preferences; that would need a whole book, and would 
be a waste of time, for many of them are largely irrational, and 
the world would be a rather dismal place if we had to give logical 
reasons for every purchase. I wish simply to examine a very 
common case, where decisions are taken on the basis of reasoning 
which is clearly faulty. In itself it is perhaps of only academic 
interest, leading to a slight loss of welfare through misdirected 
spending of income; but it has repercussions which may be of 
considerable importance. 

The decisions in question are those concerned with the choice 
between different qualities of goods. It is quite obvious what is 
the correct basis on which to decide whether to buy a better 
quality article for 3s. or an inferior one for 1s.; the purchaser 
must decide whether he would prefer to have the first, or the 
second plus 2s., which can, of course, be spent on further amounts 
of the second if desired. But, in fact, the question is often 
settled by the purchaser asking himself whether the first is worth 
three times as much as the second, without defining too closely 
what he means by “ worth.” This method, however we interpret 
it, cannot be made logically consistent, and very frequently has 
the effect of unduly restricting the sale of high-quality goods. 

Perhaps an illustration from personal experience will make 
the point clearer. On the way to Australia I was discussing 
postal arrangements with a fellow-passenger, who was deploring 
the fact that it would take so long to get an answer. I suggested 
that he should use air-mail, and he replied that he might do 
that in an emergency, but that the cost would be prohibitive 
for a regular correspondence. On my pointing out that it would 
amount to less than 1 per cent. of his income, he admitted that 
it was not beyond his means in any absolute sense, but said that 
it would cost nine times as much as an ordinary letter, and so 
was out of the question. It was only after long argument that 
he conceded my point that the correct comparison was between 
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using sea-mail and having ls. 4d. left over on the one hand, and 
using air-mail on the other; and even so he still felt that there 
must be a catch somewhere. 

On arrival I conducted a series of experiments on different 
individuals by saying that I was going to use air-mail, and 
observing their reactions. Nearly all considered it a wicked 
extravagance, and always for some variant of the same reason— 
that you could send nine letters by sea-mail for the same money. 
Most of them willingly admitted that I would not, in fact, want 
to send nine letters each week, and that the comparison was 
therefore ‘‘ somewhat hypothetical’’; but still they asserted 
that as I would not get nine times as much pleasure out of an 
air-mail letter as out of using sea-mail, therefore sea-mail was 
“the better bargain.’”’ Some tried to support this view by 
talking about sending one letter a week for nine weeks, but had 
to concede that this was not a true comparison. 

Now, it is not difficult to see the origin ofthis confusion. I 
will leave it to the philosophers to argue whether any real meaning 
can be attributed to the statement that an air-mail letter will 
not afford you nine times as much pleasure as one sent by sea- 
mail; as a guide to policy it is worse than useless, for one may 
agree that it is in a general way true, and yet the corollary (that 
one should therefore use sea-mail) by no means follows. For 
postal services, especially a regular correspondence from Australia 
to England, constitute a commodity which yields a very large 
consumer’s surplus, but the demand for which is highly inelastic ; 
I might be prepared to pay a considerable sum rather than go 
without the privilege of writing home altogether, but I would 
seldom pay anything for the right to send a second letter at the 
same time. Consequently I must on no account use the satis- 
faction I get out of the first sea-mail letter as my measuring-rod 
of the marginal utility of money when considering whether to 
spend ls. 6d. on air-mail. Yet this is in effect what my critics 
did when they said one air-mail was not ‘“ worth” as much as 
nine sea-mails. 

I have dealt with this case at some length, not because it is 
important in itself, but simply because it affords a concrete 
example of what appears to be a very common confusion. It 
seems so natural to decide whether something is ‘‘ worth ”’ the 
price demanded by comparing the satisfaction it would give 
with that derived from some other object which serves the same 
sort of purpose. And yet if the second object happens to be one 
which yields a large consumer’s surplus and has an inelastic 
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utility function, then the answer is almost certain to be wrong; 
so long, that is to say, as the comparison is made by asking 
whether the first would yield x times as much satisfaction. It 
is wrong to buy ordinary bread at 2d. per loaf rather than fancy 
bread at 3d. merely because the latter costs “‘ 50 per cent. more ”’ ; 
put like that, the saving in expense sounds imposing; but what- 
ever the percentage, it amounts only to a single penny. The 
true criterion is, of course, ‘‘ Can I make better use of this penny 
than by employing it to secure the superior article? ” 

Formulated in this way, the whole thing is obvious. It is 
quite independent of any philosophical subtleties about utility, 
being based simply on a correct appreciation of the alternatives. 
The problem is not likely to arise in the case of people who plan 
in advance exactly how they will spend their income, for then 
the alternatives are apparent; but it very frequently arises with 
those people who only dispose of a part of their income according 
to plan. They have no clear measure of the marginal utility 
of the money which constitutes their freely disposable income ; 
and so they have no simple test of whether it is ‘‘ worth ” spending 
an extra shilling for a better seat at the cinema. They have 
often been carefully brought up on such maxims as “ Penny 
wise, pound foolish ’’ and the teachings of Samuel Smiles; the 
result is frequently that an undue weight is given to percentage 
differences in price, with damaging effects on the sale of higher- 
priced commodities. 

Most people will agree that this confusion is in any case 
unfortunate. From a general point of view, the critical faculty 
and the power of appreciating a good article (even a minor one) 
are desirable in themselves, and this sense of connoisseurship 
has to be developed by use; and from a British point of view, 
anything which favours the sale of superior articles is to be 
welcomed, since our national talents are better adapted for pro- 
ducing quality rather than quantity. But for those who are 
interested in raising the propensity to consume, with a view to 
diminishing unemployment, the matter acquires added signifi- 
cance. For in a great many cases the ultimate destination of 
the money which is retained through the purchase of cheap 
qualities is not the purchase of other goods, but semi-automatic, 
unplanned saving. Indeed, this is frequently the avowed object 
of the economy—we save “on” tobacco in order to save “up ” 
for our old age, or merely because saving is a good thing; this 
is surely the idea underlying the precepts of Smiles. But, how- 
ever necessary a certain amount of personal thrift may be, let 
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us in any case understand what it is we are doing. When a 
comparatively rich man says that travelling first class is “ not 
worth ” the extra 50 per cent., let him realise that this means 
that he prefers to save the money, and that the alternative is 
not reducing his rail-travelling by a third. And let him further 
realise that this saving is not only purposeless so far as he is 
concerned, but may also be directly contrary to the social interest. 

If we wish to stimulate the community’s propensity to con- 
sume, there are many ways which are theoretically possible. 
The most obvious is through taxation of the rich, especially by 
means of death duties; but there is at any one time a limit to 
this process, albeit an elastic one, which depends on the willing- 
ness of the taxpayer to co-operate. Another way is by reducing 
the need for saving by increased security—health insurance and 
the like. Or we can assail the notion that saving is a virtue in 
itself, and conduct a ‘‘ spend for employment ”’ campaign. But 
unless we are to redistribute incomes, it will not. suffice. to reduce 
the active desire to save unless we raise the standard of con- 
sumption, for the result of doing nothing with your income is 
automatically saving. In the higher income groups this means 
in general that the people must either buy new things (frequently 
services) or spend more on better-quality articles of the old type. 
The correct policy would thus be to encourage the introduction 
and cheapening of goods which minister to our tertiary needs, 
to use Prof. Fisher’s convenient phrase, and to remove the com- 
plex which prevents people from buying the best of anything. 
Both methods will appeal to those who are concerned with 
technological unemployment caused by the relentless advance 
of the machine, for quality goods and tertiary products usually 
require much labour. The first presumably affords most scope, 
but it is dependent on a spirit of adventure amongst entrepreneurs, 
and is hard to encourage. The only claim that I make for the 
second is that it is thoroughly good in itself; it can hardly offend 
anybody, for it is based on the removal of an unfortunate and 
unnecessary confusion. 

W. B. Reppaway 
Queen’s College, 
Melbourne. 








JAPANESE COMPETITION AND INTERNATIONAL 
TRADE THEORY 


EveEN in an unsettled and complex world, the effects of a 
sufficiently large disturbance can be traced. Accordingly, since 
the gold-value of the Japanese currency has fallen further than 
that of any other country, Mexico, Chile and certain smaller 
South American states excepted, we might expect that the results 
of this upon her foreign trade should, in spite of external upheavals, 
be fairly clear. 

The theory most applicable to the situation seems to be that 
developed by Taussig in the last part of his International Trade, 
which is in many respects similar to the theories of a number 
of English economists, particularly Hawtrey, Keynes and Pigou. 
Following this, we should start with a position of equilibrium, in 
a world of “ dislocated ’’ currencies, and then examine the results 
of a sudden change, brought about through: (a) a burst of 
Japanese lending abroad; or (b), an increase in Japan’s demand 
for foreign goods; or (c), a falling off in the foreign demand for 
Japanese goods. These new conditions should be assumed to go 
on “‘ year after year’’; no money should move between Japan 
and the rest of the world; the internal monetary conditions in 
Japan and in foreign countries should be assumed stable; 1 and, 
apart from disturbing capital movements, goods alone should be 
the occasion for remittances to and from Japan. Changes in 
industrial efficiency are also ruled out. 

With these and various other tacit assumptions which Taussig 
does not develop, the theory will lead us to expect the following 
changes : 

1. Exchange Depreciation. 


More foreign currency will be demanded by Japan (or less 
of her currency will be demanded by foreigners), and the yen will 
depreciate externally. There can be no change in the general level 
of domestic prices, as long as the assumption of stable monetary 
conditions holds good. 

1 The meaning of this assumption is exceedingly doubtful. It will be sufficient 


at first, for our purpose, to assume no violent changes in the price-index of 
domestic goods in any of the countries. 
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2. An Export Bounty. 

Japan’s exports, being cheaper in foreign currencies, will 
be stimulated. The extent and duration of this bounty will 
depend on her productive resources, but, according to Taussig, 
the increase in exports will take a longer time to get under way 
“than economists have been in the habit of expecting,” for 
labour and capital must have time to shift to export production. 


3. A Check to Imports. 

Imports will correspondingly be checked (apart from those 
which in case (b) are in increased demand). Thus more goods will 
move from Japan to foreign countries and fewer (except perhaps in 
case (b)) to Japan. 

4. The Terms of Trade. 

(i) Import prices in Japan will remain high, owing to the 
effects of exchange depreciation. (ii) Prices of exports (assuming 
they are made entirely of Japanese labour and materials) will, 
after a preliminary rise, in the long run fall to those of domestic 
articles, for, from the standpoint of production, that is what they 
really are. As it is assumed that domestic prices are stationary, 
export prices will reach their old level. (iii) Finally, therefore, 
the terms of trade turn against Japan. Whether this, on balance, 
is a gain or a loss to her people is a separate and complex question. 


The following pages examine this theory very briefly, in the 
light of Japanese history during the past four years. While 
outwardly simple, many pages of analysis would be required to 
show its advantages and limitations, but even in outline it can 
be useful as an index to current problems. In passing, it should 
be mentioned that the criticisms contained in the recent writings 
of Iversen and Whale, while very important for general purposes, 
do not appear to apply strongly to the particular situation with 
which we are concerned. 

When we turn to actual events, we have to start with a period 
of disequilibrium and falling prices. Japan, however, in the few 
years before leaving gold does not seem to have been suffering 
from an exceptional degree of depression for those times, and the 
values, both of her exports and imports, fell off between 1929 
and 1931 in almost exactly the same proportions as the total 
values of those of the leading countries of the world. On the whole, 
the other assumptions applied reasonably well, with certain ex- 
ceptions mentioned later. 


1 Representing 71 per cent. of world trade. Review of World Trade, 1932. 
League of Nations. 
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(i) Exchange Depreciation. 


What was the nature of the disturbance leading to the de- 
preciation of the yen and its stabilisation at 17 to a depreciated 
pound (instead of 10 to £1 gold)?+ Was it a burst of lending 
abroad, an increased demand for foreign goods, or a decrease in 
foreign demand for Japanese goods? The answer seems to be 
that all three played a part, each yielding a stronger influence at 
certain periods. The joint unleashing of these forces after Septem- 
ber 1931 (with the simultaneous decline of sterling and the 
Manchurian explosion) led in Japan to British competition, a 
flight of capital and speculative purchases of raw material imports. 
Later, there was a continuously strong demand for certain imports, 
in spite of their high yen prices, as a result of Governmental 
expenditure of the proceeds of internal bond-issues. Also, there 
were probably, at times, fairly heavy purchases of foreign currency 
by the Japanese Exchange Control organisation. The stream 
of Japanese private investment abroad flowed, at the most, for 
eighteen months, and the exchange was then pegged to sterling. 
From then on, the continued demand for foreign raw materials, 
plus the imposition of higher tariffs on Japanese goods by most 
countries, prevented any substantial rise in the yen, which was 
probably kept stable without any further capital exports. 


(ii) The Export Bounty. 


The bounty on exports from 1932 gradually became exceedingly 
large, and could be utilised by exporters with little delay, as there 
were large supplies of unemployed capital and labour available, 
while the previous depression is said to have stimulated the larger 
factories and selling organisations to improve their efficiency. 
Traders were, therefore, able to increase exports almost im- 
mediately, without curtailing home supplies. A further temporary 
bounty resulted from the fact that huge funds had been used 
to buy raw materials from abroad, particularly cotton, at near the 
par rate of exchange. Wage rates did not rise over the whole 
period, but actually fell slightly. 

In order to trace the effects of the bounty, it is necessary to 
separate raw silk figures, which represent 20 to 30 per cent. of 
total exports, and are largely a reflection of conditions in one 
speculative market, New York, where on top of the usual 
tendencies to fluctuation have been added the effects of the 

1 An account of some leading tendencies during the first two years of depre- 


ciation is given in my article in the Economic JouRNAL, June 1933, followed by 
a note in the March 1934 number. 
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banking crisis and Roosevelt experiments. The tables of monthly 
exports (in million yen) after the deduction of raw silk, give us 
the figure 52 for December 1931. They then gradually rose, 
reaching 85 for June 1932. The average for the next twelve 
months was 107 (July 1933 = 116) and for July 1933 to June 
1934, 139 (June 1934 = 162). This, however, was the end of the 
big increase in the yen value of exports. For 1934-5 the average 
rose only to 170, and the June 1935 figure, 165, was about the 
same as that of a year before. The last half of 1935 averaged 183, 
as compared with 171 in the last half of 1934. The first four 
months of 1936 averaged 170, only 5 points above the equivalent 
period in 1935. For the time being, at any rate, the value of 
exports—minus raw silk—is becoming stationary. 

The index number of export volume shows a similar, though 
as it includes raw silk, a less pronounced trend : 





Index of Yokohama Specie Bank. 


1928 = 100: 
Exports (Volume). | Imports (Volume). 
Nov. 1931 : , . : P 102 97 
1932 average : : : : 125 101 
1933 i ; : ; P : 138 105 
1934 7 : ; ‘ ‘ F 163 112 
1935 oi - ‘ ; ‘ ; 185 117 
Ist qr. 1935 : : ; - : 172 117 
Ist qr. 1936 ; : ; : : 180 131 











We can see, therefore, that the effects of the export bounty 
made themselves clear within about six months from the first 
disturbances, probably reached their height in 1934, and have 
since either been diminishing or been counteracted by other 
influences. This point will be examined further under heading 
(iv). 

(iii) The Effect on Imports. 

The exchange depreciation has very definitely reduced the 
volume of certain imported foods, drinks and manufactured goods. 
The yen value of these which are often looked upon as foreign 
luxuries, or the means of making them, has in some important 
items fallen well below the 1931 level.1. On the other hand, 
imports of raw materials and semi-manufactured goods, so essen- 
tial for the expansion of the export trade and the fulfilment of 
the Government bond expenditure plans, have increased suffici- 


1 Finished goods to-day represent only 10 per cent. (in value) of total imports, 
as compared with 15 per cent. immediately before the depreciation. 
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ently to bring the volume of total imports during the last eighteen 
months considerably above the 1931 level. This increased demand 
for foreign goods must have checked a rise in the international 
value of the yen. 

In the present situation, therefore, very many more goods 
have been moving from Japan to the world, and there has been a 
noticeable, though not nearly as great an increase in the quantity 
moving from the world to Japan. This is what we should expect 
from the theory, after making allowance for Japan’s increased 
demand for foreign goods. 


(iv) The Terms of Trade. 








| | Raw Silk 
Import and Export Prices. Prices on 
Index of Yokohama Specie | Yokohama 
Bank. 1928 = 100. Exchange 
per 100 kin 
= Sei os | a ee eaten 
| Terms of | 
= | Trade 
Imports. | Exports. | E Yen 
| | | T | 
Nov. 1931 ; I 55 | 49 | 89 | 607 
1932 average. : ; 6 | 57 | 88 | 711 
1933, ._ + -* ss | 4668)6—C|~C ll 82Ci«dT:Cs756 
1934 - : ; ; 93 67 | 2 | 524 
1935, . « «| @ | @ 1 3.) = 
Ist qr. 1935 ; : > 2 1 aot es 620 
Ist qr. 1936 ‘ ‘ ‘ 96 | 68 | 71 | 769 





Import prices have, of course, been world prices, and have 
reflected the exchange depreciation and world recovery. ‘They 
have, however, been raised to, or maintained at a higher level 
than otherwise, owing to the growing importance of the Japanese 
demand for such things as American cotton and Australian wool. 

The export price index, after allowance is made for raw silk 
(which recently has sustained the index in a time of falling prices), 
has followed the correct course since 1934, though perhaps not as 
markedly as we should have expected. But it must be remem- 
bered that while in many branches of export production competi- 
tion among domestic producers has been keen, there have been 
numerous production restriction agreements; also the general 
price levels in export markets have been rising. Nevertheless 
even this index shows a maximum for 1933. When we turn to 
the prices of individual export commodities, we find that rayon 
piece goods, after a huge rise, had fallen by February to their 
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pre-embargo level. (They have since risen slightly owing to 
restriction agreements.) Cotton (and also woollen) piece goods 
obviously could not fall to such an extent, as they depend upon 
world markets for raw materials. 

The falling world demand for Japanese goods has been accentu- 
ated by numerous quota and tariff restrictions, which have caused, 
and are still causing, considerable bad feeling and attempts 
at retaliation on the part of Japan. Here is a country which, 
temporarily at any rate, and apart from its present determination 
to do without Australian wool, has an inelastic demand for im- 
ports at a time when world demand for its exports is becoming 
inelastic. Stronger tariff policies abroad, therefore, seem most 
untimely and dangerous. Export restriction schemes in Japan, up 
to a point, may be wise, but will cause unemployment and social 
distress if carried to great lengths. At the same time a further 
fall in the terms of trade is likely to raise political troubles. 

The theory, then, seems on the whole to have given reliable 
guidance up to the present time, but it stops there. What of the 
future ? 

Failing further recovery in U.S.A., the export trade is faced 
not only with a possibly stagnant demand, but also with the effects 
of the complex internal monetary situation. While general prices 
at home have been stable,} there has been something of a boom 
in “ bond-expenditure ” industries balanced by depression in 
others, particularly agriculture. This accounts for the abundant 
supply of unskilled or semi-skilled labour available for the expand- 
ing domestic and export industries, and has resulted in stationary 
wage-rates and only a small rise in worker’s earnings. It is still 
impossible to say how long bond expenditure can continue to 
expand within the existing economic system, or to predict what 
will be its effects upon domestic prices, and hence export costs. 
The taxation outlook is also uncertain. The system’s powers of 
resistance and adjustment are now being tested to the full. The 
recent compulsory reduction of interest rates may help matters < 


1 The Mitsubishi Index of Prices of Domestic Goods (1913 = 100), which 
was at 144 in 1931, rose only to 155 by 1935. During the last few months, how- 
ever, it has jumped to 165. Until recently the tension between “ natural ”’ 
deflation and “ artificial’’ re- (or in-)flation has led to comparatively stable 
monetary supplies and general domestic prices. Dr. Kurt Singer is, however, 
analysing the complexities of this point. (In reply to his gentle criticism in the 
last number of the JouRNAL (p. 273), I quite agree that it may be necessary for 
some purposes to separate Deposits at Notice from Current Deposits. The 
overdraft figures, however, should not ‘‘ obviously ” be treated as Cash, it being 
necessary to include only those which have been sanctioned, but not used—and 
we have no figures of these.) 
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little. It should also be noted that a sudden reversal of the bond- 
issuing policy might have serious deflationary results. Perhaps 
the Japanese ability to compromise, which sometimes solves 
her problems quite unexpectedly, may enable gradual, if only 
temporary, adjustments to be made.* 

The present large-scale exporting organisations buying from 
innumerable small producers have managed to organise the 
production and output of standardised and low-priced textiles, 
rubber boots, electric lamps, bicycles, toys, and so on. For the 
future the emphasis must probably be on variety, quality and 
design, and for these the existing structure of Japanese export 
industries seems to possess no special advantages. An exception 
is the silk industry, in which quality is unsurpassed. The fact 
that this is a traditional occupation, with centuries of experience 
behind it, may point a way of escape. There are in Japan 
thousands of craftsmen living in poverty and producing in more 
or less traditional style all the extremely varied implements, 
furniture, clothing and luxuries bought by the Japanese people— 
and practically everything traditional in a Japanese house, rich 
or poor, is beautiful, suited for its purpose and, usually, “‘ modern ”’ 
in appearance. Cannot Japan find some of these, particularly 
from rural districts, which after some adaptation can be sent to 
foreign countries where they will be bought for other qualities 
than cheapness? This must not mean such a disastrous exploita- 
tion of Japanese crafts as took place in the late nineteenth 
and early twentieth centuries and cluttered up so many Western 
homes with “ quaint’ ornaments. A joint attempt by both 
Japanese and foreign traders to save the Japanese craftsman from 
further decay may ultimately mean a re-birth of Japanese trade 
which will not frighten the world. Not sentimental idealism, 
but sheer necessity seems to point this way. 

Another way leads to fiscal and economic co-operation between 
Japan and her Asiatic markets, who, as before the yen depreciation, 
still take half her exports (and if raw silk sent to U.S.A. is ex- 
cluded, very much more). Here the barriers are psychological 
and sentimental. 

N. Skene SMITH 
Tokyo, 
July 1st, 1936. 


1 The Tokugawa financial system, which had many features in common 
with that of the present time, lasted 24 centuries. 














COTTON-INDICES 


At one time the activity and prosperity of the Lancashire 
cotton trade were judged by many people by the amount of 
raw cotton which was consumed in the industry. It has long 
been recognised that this was a bad measure, for as Lancashire 
spun finer and finer yarn, and wove finer and finer cloth, and in 
doing so used less and less of the raw material, so her prosperity 
increased. In more recent times other criteria have usually 
been employed as a measure of the activity and prosperity of 
the industry. Sometimes the value of the export of cotton 
goods is taken as a measure. It is unsatisfactory because it is 
so greatly affected by the price of the imported raw material. 
Sometimes the unemployment figure is taken: this is also un- 
satisfactory, for it does not allow for migration into er out of the 
industry nor for under-employment in the weaving section of 
the trade, where, when times are bad, weavers attend to only 
two or three looms instead of their normal quota of four looms, 
and produce correspondingly less cloth and, as they are paid 
by piece-work, earn correspondingly less. Probably the most 
usual criterion which is employed is the number of yards ex- 
ported; this criterion is also unsatisfactory partly because it 
does not take the home trade into consideration, and partly 
because a yard may be in quality and price anything from a low 
Indian mull costing little more than a penny a yard to a printed 
georgette for ladies’ dresses costing possibly about one and 
sixpence a yard. Furnishing fabrics, even when they are made 
entirely of cotton, may cost considerably more than this. It 
is true that some part of the difference in cost is due to the 
enhanced value of the raw material employed, but a very large 
part of the increased cost represents the earnings of the operative 
spinners and weavers and the manufacturers and merchants. 

In order to supply a more accurate measure of the activity 
and prosperity of the industry, index-numbers have been con- 
structed, in the compilation of which several suitable homo- 
geneous criteria have been employed, and the object of this 
study is to explain the method which has been adopted in com- 
piling two indices, one of Cotton Trade Activity and one of 
Cotton Trade Prosperity, in order that comparisons may be 
made between one period and another. 

As construction of the index-numbers involves many diffi- 
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culties and is beset with pitfalls, the indices which have now been 
constructed can only claim to have solved some of the problems 
with some degree of approximation to the truth, and must leave 
many problems unsolved. However, it is better to have some 
kind of a measure than no measure at all, and it is hoped that 
the present effort may lead to discussions which will result in 
improvements. 

The first problem with which the compilers were faced was 
the selection of the year or years which should be used as a base. 
The industry has changed so much since the War that com- 
parisons with pre-war times have little to commend themselves. 
On the other hand, no year since 1914 can be considered as being 
normal. After considerable deliberation, it was decided to select 
as basis 1935, which, both as regards the export and home trade, 
is probably fairly representative of conditions ruling in the last 
four years. Furthermore, it is the first complete year showing 
the results of measures taken in India and the Crown Colonies 
to restrict the Japanese competition; moreover the trade has 
had time to settle down to the working of the Ottawa Agree- 
ments, and the new wage-list in the weaving section of the industry 
has come into operation. 

In choosing the criteria on which the indices are based, 
regard has been had to the preservation of homogeneity. If 
the criteria chosen are homogeneous in themselves, it is thought 
that although the indices may be defective in some respects they 
may still suffice to show the average movement of the cotton 
trade cycle. It must be remembered, however, that the indices 
should not be used to illustrate movements in particular sections 
of the trade, or in industries dependent on the trade, but merely 
to indicate changes in the cotton industry as a whole. 

The following show how the indices have been made up :— 

The Index of Activity of Industry and the Index of Prosperity 
have been separated because, although activity and prosperity 
should be interwoven, this is not always the case. Activity may 
still be high at a time when prosperity is diminishing, particularly 
when the climax of the trade cycle has been reached. Signs 
that the equilibrium of the two curves has been disturbed may 
be important for they may indicate the need for readjustment, 
which, if undertaken in time, may minimise a crisis. 

The Index of Activity of Industry relates to both the home 
trade activity and the export trade activity, but, in addition to 
this index, a separate index has been constructed which relates 
only to the export trade. 
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No attempt has been made to compile an Index of Activity 
for the home trade. It would involve the combination of too 
many criteria for which insufficient data are available; but a 
comparison of the curve of the Activity of Industry and the curve 
of the Activity of Export should indicate, by the margin between 
them, the activity in the home trade, in so far as the curve of 
home trade should be presumed to lie above the curve of the 
Index of Activity, as much as the export curve is below it or 
vice versa. It must, however, be remembered that there is a 
time-lag between the two curves, and that this time-lag is not 
always the same. Great caution therefore must be applied in 
using this method. 

Index of Activity of Industry—The chief item in this index 
is the number of people employed. If stability in the numbers 
employed ensured stability in wages, and if the workers always 
handled the same quality of goods, and no changes occurred in 
the number of operatives per spindle or per loom, fluctuations 
in employment would be a perfect index of fluctuations in activity. 
But as these conditions never occur in practice, other items 
have been included as correctives in computing the index. The 
complementary items to the number of employed are :— 


(a) Quantity of raw cotton delivered to mills. 

(b) Number of spindles in use. 

(c) Earnings of weavers (sample published in Ministry of 
Labour Gazette). 


In order to obtain an indication of any difference in quality 
of the goods which are being woven in the looms, “ the earnings 
of weavers’ have been corrected by changes in weavers’ rates 


of wages. 
Index of Export.—The items selected are :— 


(e) Weight of yarn exported. 
(f) Weight of thread exported. 
(g) Number of square yards of piece-goods exported. 


Index of Prosperity—The index of prosperity has been divided 
into two parts. The first is an indication of the prosperity of 
the cotton trade looked at from the angle of the employed, while 
the second is looked at from the angle of the entrepreneur. The 
trend of prosperity in the two sections will not normally diverge 
to any great extent nor over any long period of time. Although, 
in the long run, one section cannot flourish while the other suffers, 
experience shows that for a time, however, a certain divergence 

No. 183.—voOL. XLVI. GG 
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is possible. It is very desirable to know when such a divergence 
is taking place, in order that the necessary readjustment may be 
sought. 

The items which form the Index of Prosperity of the Employed 
are the number of employed (h), and the average of wages (w), 
but as the number of employed are not always fully employed, 
we have taken for the wage monthly earnings of those employed 
in the cotton trade divided by the number of employed both as 
shown in the sample published in the Labour Gazette. 

For the Index of Prosperity of the Entrepreneur we have 
taken the share index of Tattersall’s Cotton Trade Review (i) ; 
the ratio of yarn prices to prices of raw cotton (k), and the ratio 
of the margin between the value of exported cotton piece-goods 
and the value of the same weight of raw cotton (1), but allowing 
a two months’ lag in the price of the latter. 

Interest is a factor of cost which varies in importance at 
different stages of the cycle. In normal times this item may not 
affect the amount of profit to any appreciable extent, as changes 
in the rate of interest may be met by changes in the selling prices. 
But the case is different in times of high money rates and credit 
restriction. In such times it is difficult, if not impossible, to 
pass any increase of cost on to the consumer, as trade conditions 
have already become difficult. But it has been decided to omit 
this criterion altogether, as the weight which would have had to 
be given to it would have differed in different circumstances. 
Furthermore, as the criterion the share index (7), will, whenever 
the change of the rate of interest is relevant, reflect this to a high 
degree, the inclusion of a criterion representing interest is not 
really essential. 

The Index of Prosperity of Employed has been computed 
in two different ways, in using money wages as well as using 
real wages. From the angle of prosperity of the employed one 
should imagine that only the real wage can provide a satisfactory 
medium. But that is only theory. The assumption that real 
wages are based on a correct cost-of-living figure is misleading ; 
we have to use, as other data are not available, a cost-of-living 
figure which refers to the whole country, and not to the par- 
ticular region where cotton-workers are employed. But that 
may not be of great importance. It is perhaps of more import- 
ance that the cost-of-living index is admittedly unsatisfactory. 

On the other hand, to compare the prosperity of the worker 
to that of the entrepreneur, we have to use money wages for 
homogeneity’s sake. As wages from the viewpoint of the entre- 
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preneur are costs, they are from their angle relevant only as 
money value. That is the reason why we give two indices of 
the prosperity of the workers, one based on money wages and 
the other on real ones. 


Cotton TRADE INDICES. 


Weight. Source. 
A. Index of Activity of Industry. 
(a) Raw Cotton delivered to mills ‘ 25 Labour Gazette. 
(6) Number of Spindles used. 12:5 Int. Cotton Bulletin. 
(c) Earnings of Weavers (corrected by 
change of weaving wages) ; : 12:5 Labour Gazette. 
(d) Number of Employed . 50 


Number of Unemployed < (100 - Percentage of Unemployed) 











Employed = Percentage of Unemployed 
100% 
B. Index of Activity of Export. 
(e) Export of Yarn, weight . : = 25 Trade and Navigation. 
(f) Export of Thread, weight . : « 20 99 ” ” 
(g) Export of Piece-goods, square yards . 65 9 .» % 
100% - - 


C. Index of Prosperity of Employed. 
(hk) Number of Employed in the Cotton 
Trade x average rate of earnings (w) 100 Labour Gazette. 
Number of Unemployed x (100 — Percentage of Unemployed) 
Percentage of Unemployed 
Total wages paid to all workpeople of reporting firms 


Avennge vate of Cannings = "ge of all workpeople of reporting firms — 


Employed = 








100% 
D. Index of Prosperity of the siti staal 
(i) Cotton Share Index . - 60 Tattersall’s Cotton 
Basis, July 31, 1914 Trade Review. 
Amalgamated Cotton 
Bleachers 
Bradford Dyers 
British Cotton & Wool Dyers 
Calico Printers 
J. & P. Coates 
Crosses & Winkworth 
English Sewing Cotton Co. 
English Velvet & Cord Dyers 
Fine Cotton Spinners 
Joshua Hoyles & Sons 
Rylands & Sons 
(k) Ratio of Yarn Prices: Raw Cotton Prices 25 Economist. 
(American Middling 40 Yarns Cop 
Twist 
Egyptian Fine Sakellaridis 60 Yarns 
Cop Twist 
Raw Cotton, American Middling 
Raw Cotton, Egyptian Fine Sakella- 
ridis (fully good)) 
(American Cotton : Egyptian Cot- 
ton = 10: 3) 
(l) Export value of Piece-goods, Yarn and 
Thread—value of raw cotton for the Trade and Navigation. 
same weight, with 2 months’ time-lag 25 Economist. 
(American Cotton : Egyptian Cotton= 
10: 3) 





aGa2 








436 THE ECONOMIC JOURNAL [SEPT. 


FORMULA 
A. Index of Activity of Industry : 
d, 


= 25.7 4.125 Ms rs 12-5. + 50. % 
0 0 0 


a 
B. Index of Activity of Export : 
== OF e 10 f; +. 65 I 
i &o - fo iat Io 
C. Index of Prosperity of Employed : 
= PEM 500 
ho «We 


D. Index of Prosperity of the Entrepreneur : 


= 50.9 425.74 25.7 pool 

The Index of Activity of Industry, A, comprises four different 
criteria. Their homogeneity is obvious, as all show the activity 
of the cotton industry, but from different angles. 

The homogeneity of Index of Export, B, needs no explanation. 

The Index of Prosperity of Employed, C, though based on 
two criteria, represents the earnings of those employed in the 
cotton trade. Here the homogeneity is also beyond question, 

The Index of Prosperity of the Entrepreneur, D, has three 
criteria, which all show the trend of profits in the cotton trade. 
The difference between the first and the following criteria consists 
in the fact that the first, i—namely, the cotton share index— 
represents not only profits earned, but also the expectations of 
profits, whereas k and / represent the actual existing margins. 
The difference, however, between 7 and k and / does not disturb 
the homogeneity of the index. 

The homogeneity of our indices enables us to fix weights to 
the various criteria which are less arbitrary than may appear 
to be the case at first sight. As has been pointed out, the Index 
of Activity of Industry deals with the same symptoms, but 
looked at from different angles. Thus the first three denote 
activity from the point of view of the quantity of cotton used, 
but, as it is impossible to ascertain the number of looms actually 
working, for the fourth criterion the earnings of weavers has been 
taken. This criterion, d, thus shows the activity of industry 
from the angle of the employed. For this reason, it has been given 
the same weight as that of a, b, and c added together. In Index 
C we have a product which needs no weight. In the Index of 
Prosperity of the Entrepreneur, D, we have given the criteria & 
and 1, which show the margins, a weight equal to that of the 
criterion i, which mainly shows the expectation of profits. 
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CoTtTon-INDICES 




















A. B. C. D. 
Activity Prosperity of Employed Prosperity 
of Export. | (1) Based on (2) Based on of the 
Industry. Money Wages.) Real Wages. | Entrepreneur. 
June 1932 103-5 114-7 104-2 107-0 | 100-4 
Dec. 1932 104-4 101-3 102-3 106-1 1148 
June 1933 102-6 105-7 106-7 113-4 102-4 
Dec. 1933 104-1 97-7 101-2 104-9 111-1 
June 1934 101-3 97-9 103-2 107-7 101-1 
Dec. 1934 98-6 99-7 100-6 103-6 98-1 
June 1935 96-8 101-1 9-9 | 988 91-9 
Dec. 1935 100-0 100-0 100-0 | 100-0 100-0 





While the Index of Activity is distinctly different from the 
Indices of Prosperity, they have a relationship which appears 
if we shift the curve of the Index of Prosperity of the Entre- 
preneur for about six months. That is to say, a co-variation of 
the two curves is obvious if we take the time-lag into consideration. 
As Curve No. 3 shows, this does not apply to the last one and a 
half years, during which there is a better, though not an absolute, 
co-variation between the two curves c and d. 

Our Index of Activity of Industry is based to a great extent 
(50 per cent.) on the number of employed. It is therefore not 
surprising that the trends of both have a certain similarity. 
So, for instance, if we compare the period from the middle of 
1932 to the end of 1935, our index shows a reduction of about 
3-4 per cent., whereas the criterion ‘‘ number of employed ” 
shows a decline of 3-2 per cent. over the same period. But this 
similarity over the 3} years is not apparent over shorter periods. 
From the middle of 1932 to 1933, for instance, our complex 
index fell by 0-9, whereas the number of employed increased 
by 5-6 per cent., and again in the last half year of 1933 our 
complex index increased by 1:5, whereas the number of 
employed index fell by 5:7 per cent. But if we look at the 
percentage of unemployed, compared with our Index of Activity 
of Industry, there is, looking at the whole period, no relation 
whatever. Whereas our index has fallen over the whole period 
for about 3} per cent., the percentage of unemployed has fallen 
by 46 per cent. This is partially accounted for by the number 
of people who left the industry during the period. Now, if we 
take only the criterion Export of Piece-goods (yardage), which 
is usually taken as a measure to represent the activity of the 
cotton trade, we find that during the last 34 years, in which our 
index has fallen by 3-4 per cent., the Index of Export of Piece- 
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A = Index of Activity of Industry. 
B = Index of Activity of Export. 
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C, = Index of Prosperity of Workers, based on Money Wages. 
C, = Index of Prosperity of Workers, based on Real Wages. 
D = Index of Prosperity of the Entrepreneur. 
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goods fell by 16-8 per cent., and further, the trend of our 
Activity Index rose during the last half of 1932 and fell in the 
first half of 1933, whereas the export of piece-goods fell by 9 per 
cent. in the first-mentioned period and rose by 3} per cent. in the 
next. These examples may suffice to show that no single criterion, 
except by a mere chance, can be a satisfactory measure for a 
large industry. 
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June 1932 80,448,400 7,833,940 1,147,949 
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C. Prosperity oF EMPLOYED 
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D. PROSPERITY OF THE ENTREPRENEUR 
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The indices can be criticised from many different angles, 
but we had to deal with the data which were available. For 
instance, the representative firms which are taken for our pros- 
perity index are all large concerns. It may be that the pros- 
perity of small firms does not always follow the same curve. 
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We do not think, however, that any shortcomings of this nature 
are sufficient to vitiate our conclusions. 

It may also be said that our index does not include all the 
criteria which could be assembled for the cotton industry. But 
we think that experience shows that a selection of comparatively 
few representative items is less dangerous than the inclusion of 
a large number of items which may have the effect of cancelling 
each other out, particularly if the homogeneity of the selected 
criteria is doubtful, and, indeed, we are not sure that the number 
of criteria which we have used is not already unduly large. We 
are confident that the index is, however, open to many other 
criticisms, which we welcome, as they will indicate in what manner 
the index can be improved in future. 

M. J. Etsas 
BARNARD ELLINGER 











THE DEFINITION OF PRIME AND SUPPLEMENTARY 
COSTS 


I 


THE use of the terms prime and supplementary cost in Mr. 
Keynes’ General Theory of Employment, Interest and Money 
raises some interesting problems of definition. The division of 
cost into these two categories has evoked little controversy 
among theoretical economists. Marshall explained, with com- 
parative precision, what he meant by the terms, and subsequent 
theorists appear, for the most part, to have accepted the main 
distinction without question. There has, indeed, been dis- 
cussion on the meaning of the terms prime or direct, and fixed, 
supplementary or overhead costs, and Professor J. M. Clark, in 
particular, has examined the several ideas inherent in the dis- 
tinction.1 Such writings, however, have been concerned mainly 
with the activity of the entrepreneur in real situations. More 
theoretical writers, on the other hand, either appalled by the 
complexity of decisions in concrete cases, or possibly oblivious 
of them, have sought a more formal analysis, which cannot be 
supposed exactly to describe all decisions made in practice. 
Often, indeed, all claims to a theory which would describe in a 
general form the actual decisions of entrepreneurs have been 
explicitly renounced, and it has further been asserted, quite 
justifiably, that such a theory would be undesirable for the 
purpose of certain kinds of analysis.” 

Mr. Keynes, adopting the useful method of analysis in which 
are considered the decisions of an entrepreneur, at a given moment 
of time, with given resources and expectations, has introduced 
a theory (including definitions of prime and supplementary 
costs) which does describe the actions of the entrepreneur far 
more realistically than previous theories. This type of “ real- 

1 Especially in The Economics of Overhead Costs. 

2 As an example of this attitude we may cite an article by Professor Knight, 
entitled “‘ Cost of Production and Price Over Long and Short Periods ” (Journal 
of Political Economy, 1921). On page 305, he writes: “ The effects of long-period 
changes are not generally in fact practically negligible over the shorter periods. 
But scientific treatment, in view of the mere limitations of the human mind and 
the necessity of considering one thing at a time, is forced to treat the separation 
as absolute.” 
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istic ” theory considers the actions of the entrepreneur during a 
period of ‘“ clock time ’’ which begins now and finishes at some 
future time arbitrarily chosen. It will be called the realistic, 
or clock-time, type of analysis. The usual short-period analysis, 
on the other hand, does not refer to any period of time at all. 
It makes certain assumptions which definitely debar it from being 
a realistic, clock-time theory. Underlying the short-period 
analysis is a quite general argument, which may be enunciated 
without reference to any simplifications of reality. This general 
argument gives to the concepts of total, prime and supplementary 
costs certain essential characteristics. In this article an attempt 
is made to retain these, while passing to the more realistic type 
of theory described above. Thus we show the conditions which 
the definitions of total, prime and supplementary costs must 
fulfil if they are to be the basis of a “ realistic” theory, and at 
the same time retain the essential characteristics which the 
usual short-period analysis gives to them, as shown in the general 
argument mentioned above. In addition, one particular set of 
definitions will be suggested which appears reasonable on several 
grounds. 


II 


We may now examine the nature of this general argument 
which underlies the usual short-period analysis. Recent writers 
have defined prime and supplementary costs, and the short 
period, to be such that, in the short period, supplementary or 
fixed costs are independent of output, while prime or direct 
costs vary according to output.t It is assumed that prime 
cost is incurred only when there is production, so that supple- 
mentary cost is the only cost incurred when there is no produc- 


1 F.g. ‘Supplementary costs are taken to be constant in the short period 
over the range of production considered; and costs which vary with output are 
regarded as prime ’”’ (R. F. Harrod, Economic JouRNAL, 1930, p. 233). 

“. . . ‘fixed costs’ are fixed . . . in their aggregate amounts . . . while the 
‘ direct costs’ are variable in their aggregate amounts as output varies ” (in the 
a whort run ”’) (J. Viner, Zeitschrift fir Nationalékonomie, Band III, p. 26). 

. the analysis of short-period cost, where overhead expenses represent a 
fixed element and prime costs a variable element ” (J. Robinson, Economics of 
Imperfect Competition, p. 39). 

“* In every concern there are certain ‘ overhead ’ charges, which remain roughly 
constant whether the concern is at full work or partial work, when once its plant 
and establishment have been built up. From the point of view of any given 
length of period we may distinguish between these charges, which may be called 
supplementary expenses, and the expenses more closely dependent on the amount 
of output that is being produced, which may be called prime expenses” (A. C. 
Pigou, Industrial Fluctuations, p. 185). 
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tion; that “‘ value of product ” (or “ receipts ’’) is zero for zero 
production; and that the entrepreneur chooses that output for 
which the quantity (value of product minus total cost) is maxi- 
mised.2 Granted the universality of these assumptions, we may 
proceed to formulate what will be called the General Argument. 

An entrepreneur is faced with the choice of undertaking 
different kinds * of production (including no production) during 
a certain period. To each possible kind of production correspond 
a given Value of Product and a given Total Cost. ‘These concepts 
are not always carefully defined, but are taken to be: (a) such 
that the entrepreneur chooses that kind of production which 
maximises (Value of Product minus Total Cost), and (b) such that 
Value of Product is zero when there is no production. (c) Supple- 
mentary Cost is defined as Total Cost when production is zero, 
and (d) Prime Cost as Total Cost minus Supplementary Cost. It 
follows that 


(Value of Product — Total Cost) for production-P 
= Value of Product — Prime Cost) for production P — Supple- 
mentary Cost; 
also that 
(Value of Product — Total Cost) for zero production 
= — Supplementary Cost. 


It then follows formally from (a) that if 


(Value of Product — Prime Cost) for production chosen 
— Supplementary Cost 
> — Supplementary Cost, 


1 H.g. Dr. Schneider’s “‘ variable costs ” are zero when there is no production, 


and his “‘ total costs” (‘‘ Globale Gesamtkosten”’) equal to fixed costs (see Theorie 
der Production, e.g. figures 15 and 16). (This refers to Dr. Schneider’s analysis 
‘** bei partieller Anpassung.”’) 

Again, Professor Machlup (Quarterly Journal of Economics, 1934, p. 561) 
implies that ‘ fixed expenses” are those “‘ outlays which must be met whether 
production goes on or not.” 

2 Professor Pigou (in Industrial Fluctuations, Chapter XIX) prefers to regard 
certain “‘ frictional influences ” as overruling this principle of maximisation, and 
shows how business men may, in bad times, restrict their output below the point 
at which marginal cost equals price (in perfect competition). It is usual, however, 
to take the equation of marginal Value of Product (or ‘‘ revenue ’’) and marginal 
cost as a fundamental principle. For example, Mr. Harrod writes (Economic 
JOURNAL, 1931, p. 470): ‘* The statement that the marginal cost of production 
is, in equilibrium, equal to the price, less the price divided by the elasticity of 
demand, has universal applicability.” 

3 T use the word “ kind ” rather than the word “ volume ”’ so as to include the 
case where the amount of production cannot be measured in any physical units, 
either because there are various products, or because the production may consist 
partly in advancing goods in process. 

* This may be a period of clock time, or a formal “ short period.” 
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i.e. if (Value of Product — Prime Cost) for production chosen > 0, 
then that production will be positive.1 

This statement of the argument is quite general and, it will 
be noticed, quite independent of any explanation that prime 
(supplementary) costs are costs associated with those factors 
which may be said to be freely variable (fixed) in amount in the 
short period. This kind of explanation is common.” It attempts 
to explain the assumptions of the “ short period,” and to show 
the nature of prime and supplementary costs. Conditions (a), 
(b), (c) and (d) of the General Argument are assumed, implicitly 
or explicitly, to be fulfilled; but it is further attempted to show, 
in this type of analysis, that the two categories of cost are associ- 
ated with two sets of *‘ factors,’’ which are assumed to be variable 
and fixed respectively in the short period. The type of argu- 
ment used may, I think, be interpreted as follows. 

In the short period there is a certain set of costs (supplement- 
ary costs) associated with a set of services? which are assumed 
to be fixed in the short period. Such services are the only 
services used up when there is no production, and the costs 
incurred in connection with them are the only costs incurred 
when there is no production (condition (c) of the General Argu- 
ment). Such services are also used up when there is production, 


1 On the assumption that a negative production is meaningless. 

Marshall, indeed, prefers to choose his prime cost in such a way that, when 
taken in conjunction with price, it will not form a criterion for production, because 
of the phenomenon of “ spoiling the market.” ‘“ . . . the price,” he writes, “ at 
which it is just worth his while to produce, even when trade is slack, is in practice 
generally a good deal above this prime cost ”’ (Principles, p. 360). 

It is probably true, however, that most modern writers wish their prime cost 
to be such that, when taken in conjunction with ‘‘ revenue ”’ (or whatever their 
Value of Product may be) it will form a criterion for production. Mr. Harrod, 
however (Economic JouRNAL, 1930, p. 234), introduces the proviso that, even 


when ‘prime costs are not covered, ... the source can... continue to 
produce on the expectation of an improvement in demand.” 
2 H.g. ‘The costs associated with the fixed factors will be referred to as 


‘ fixed costs,’ and those associated with the variable factors will be called ‘ direct 
costs’”’; where ‘It will be arbitrarily assumed that all of the factors can 
for the short run be sharply classified into two groups, those which are 
necessarily fixed in amount, and those which are freely variable’ (J. Viner, 
op. cit., p. 26). 

Dr. Schneider (op: cit.) brings out very clearly the way in which, in the formal 
analysis, variable (fixed) costs are (“‘ bei partieller Anpassung ”’) the costs of those 
factors which are easily (with difficulty) variable. 

3 I prefer to use the term “‘services’’ rather than “ factors,’’ because of the 
confusion which may arise through considering a “ factor’ to be equivalent to an 
“‘ asset.”” When the term “ service ” is used, it is quite clear that it has a time 
dimension. The assumption of “ fixed asset” is often taken, unjustifiably, to 
imply “‘ fixed factor,’ where the term “ factor ’’ is used in the sense of a service 
through time. 
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and so the same costs are incurred, but these costs are not the 
only costs incurred when there is production. 

When there is production, a certain other set of costs (prime 
costs) is incurred in connection with a set of “‘ variable services,”’ 
which are used up in quantities which vary, in some way, with 
the volume of production. Such costs are incurred only when 
there is production. ‘ 

Prime costs, together with supplementary costs, are assumed 
to constitute all the costs incurred. (Condition (d) of the General 
Argument.) 

Value of Product is taken to be equal to the receipts due to 
the sale of all, and no more than all the finished goods produced 
during the short period. Hence Value of Product must be zero 
when there is no production. (Condition (b).) 

It is further assumed that the entrepreneur maximises 
(receipts due to the sale of finished goods — total cost) (condi- 
tion (a) ). The way in which such costs are to be- measured, 
however, is not generally carefully explained.} 

Since all the conditions of the General Argument are thus 
fulfilled, the result of that argument must hold.? It remains 
to examine the nature of the further assumptions which are 
supposed, in the type of argument under consideration, to elu- 
cidate the analysis, and to show what forces are, and what forces 
are not, assumed to be at work during the short period. 

(1) It is assumed that all the costs incurred can be identified 
with certain services which have been used up and which can 
be classified as either variable or fixed. This is often impossible. 
Suppose, for example, that the value of a machine depreciates 
by a certain amount when there is no production, and by a certain 
greater amount when there is a given positive production. We 
cannot declare that, say, a certain number of “ machine-hours ”’ 
is used up when there is no production (which services may be 
called fixed services), and that a certain additional number is 
used up when there is a given positive production (which services 
may be called variable services). We can only compare the 
values of the depreciation in the two cases, and then say that 
certain costs incurred when there is a given production are prime, 
and certain costs supplementary. Again, suppose that the value 


1 See below, pp. 449-50. 

2 Viz. that if (Value of Product — Prime Cost) for the production chosen 
> 0, then that production will be positive. 

3 The cost incurred when there is no production will be supplementary, and 
the difference between this cost and the cost incurred when there is a given 
production will be prime cost. 
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of a business depreciates, owing to the loss resulting from pro- 
ducing, selling, and thus “ spoiling the market.” Such a cost 
cannot be attributed to any particular services. We can merely 
compare the size of the costs when there is a given production 
with the size when there is no production, and thence find the 
values of prime and supplementary costs for that given production. 

(2) It is further assumed that the services which are used 
up when there is no production are also used up when there is 
production. This assumes that there is no possibility of dispens- 
ing with some of these services when there is production, perhaps 
by substituting other services. Actually, of course, this may 
be possible. For example, certain services used for maintenance 
purposes when there is no production may be no longer required 
when the plant is running. 

If it be granted that the type of analysis which introduces 
the ideas of “fixed and variable factors’ does imply these 
assumptions, then it does seem that such an analysis has un- 
necessarily unreal assumptions—assumptions, moreover, which 
are seldom mentioned. The assumptions are unnecessary, 
because thay can easily be avoided, while making the theory not 
less, but more easily comprehensible. We may omit all mention 
of fixed and variable factors, and merely say that certain costs 
will be incurred when there is no production, and certain addi- 
tional costs when there is production.1 The costs need not be 
attributed to any particular “ factors” or “services,” and the 
assumptions mentioned above need not be made. 

There are still, however, three further assumptions which must 
be made, whether the theory brings in the ideas of fixed and variable 
factors or is stated in the more satisfactory form just mentioned. 

(3) It is assumed that, whenever there is no production, a 
given cost will always be incurred. This implies a certain given 
level of “‘ maintenance,” in the most general sense. It is not 
always made quite clear what level is presupposed, but it is 
generally taken to be such that the “fixed equipment ” is not 
altered—a condition which may, of course, be interpreted in 
various ways.? If we consider a period of clock time, a 


1 See the quotation from Professor Pigou, in footnote 1 to p. 444, for an 
example of this kind of statement. 

2 H.g. “. .. in the short period the amount of fixed equipment is unalter- 
able . . .” (R. F. Harrod, Quarterly Journal of Economics, 1934, p. 448). 

Marshall is only slightly more explicit, when he says that “ supplementary 
costs are taken to include standing charges on account of the durable plant in 
which much of the capital of the business has been invested, and also the salaries 
of the upper employees ”’ (Principles, p. 360). “‘ Standing charges ” may include 
the costs of many different levels of maintenance. 
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multitude of different kinds of maintenance, improvement and 
additions is possible, when there is no production. 

(4) It is further assumed implicitly, I think, both that goods 
are not made for stock and that only finished goods are sold. 
Such assumptions make the definition of Value of Product easy. 
It is merely the receipts due to the sale of finished goods. Actu- 
ally, however, during a period of clock time there may be sale 
of finished goods from stock when there is no production, or sale 
when no finished goods, but only other forms of equipment, are 
sold. In such cases, if Value of Product were taken to be equal 
to “all receipts ’’ (or “‘ revenue ’’), or even “‘ receipts due to the 
sale of finished goods,” then it would not necessarily be zero 
for the case of zero production (under almost any definition of 
production), and the General Argument would break down 
through the lack of a vital link. I have therefore chosen the 
term Value of Product rather than the term “ receipts,’ since 
the former suggests that its definition must be such as to make 
it zero when there is no production. 

(5) Another assumption is that the entrepreneur maximises 
receipts 2 minus total cost, or, in other words, receipts minus 
prime cost (since, whatever the nature of supplementary cost 
may be, it must be a constant). The difficulties inherent in 
such a concept of cost are, in general, passed over, often by 
considering cost as consisting merely of payments to factors. 
It may, of course, be a considerably more complicated concept. 
One example should suffice. It is generally assumed that prime 
costs are “direct,” i.e. all the costs when there is production, 
over and above the supplementary costs, are incurred solely on 
account of the production of the short period, and do not influence 
the subsequent position of the firm. ‘Thus the criterion for posi- 
tive production is clearly the excess of receipts over prime cost. 
If, however, only payments are considered in the measurement 
of cost, then prime cost will consist of all payments made when 
there is production, over and above the “supplementary pay- 
ments.” But it is clear that such “ prime payments” may 
include payments made other than on account of production 
in the short period,’ and so the criterion will not necessarily 


1 [ shall return later to the choice of a precise definition for Value of Product. 

2 Receipts due to the sale of the finished goods produced are the only receipts 
in the simplified case which we are considering. (See above (4).) 

3 E.g. the making of payments, even for such raw materials and labour as are 
usually considered to be incurred only on account of current production, may 
actually be aiding the future position of the firm, by avoiding future restarting 
costs or the loss of good customers through inability to fulfil orders. 

No. 183.—vOL. XLVI. HH 
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hold. Receipts may be less than prime cost (defined in terms of 
payments), and yet there may be production. So prime cost - 
must be measured in some way which will subtract from “ prime 
payments ”’ the appreciation in the value of equipment due to 
them, in order to obtain a value representing the “ direct ’’ cost 
of production, which can be compared with the receipts due to 
production. Many such complexities, as is well known, arise 
in the discussion of cost. 

When we come to consider a period of clock time, we must 
therefore do more than abandon the search for “‘ fixed services.” 
This has already been done in the more general form of the short- 
period analysis.1_ We must further remove the assumption that 
there is a given level of maintenance. In the clock-time period 
all kinds of activity are permissible—complete abandonment, 
maintenance of all degrees, improvement, addition, reconstruc- 
tion, alterations in the stock of raw materials—and, moreover, 
different volumes of production (zero and positive) may be 
accompanied by different levels of maintenance and improve- 
ment. 

We must also allow for the fact that production, emergence 
and sale of finished goods, .and sale of all kinds, are not synony- 
mous. Our analysis must allow for stocks of finished goods, 
processes of production which are not negligibly short, and sales 
of assets other than those which are arbitrarily classified as 
“finished goods.”’ 

Finally, we must solve difficulties concerning the nature of 
“ costs,’ abandoning completely the idea that all costs during 
a period consist of monetary payments made during the period. 

One minor point will be dealt with first. The simple form 
of theory considers production, emergence and sale of finished 
goods, and sale of all kinds, to be synonymous. The distinction 
made, when introducing prime and supplementary costs, between 
production and no production is therefore equivalent to the 
distinction between sale and no sale, sale and no sale of finished 
goods, emergence and no emergence of finished goods. In a 
period of clock time these distinctions may be by no means 
equivalent. So we may work out the theory on the basis of any 
of these distinctions. I think it is true, however, that the dis- 
tinction usually considered to be the most important is that 
between production and no production, where production is 


1 I.e. the type of analysis in which “ fixed and variable factors”? are not 
mentioned, and in which the assumptions (1) and (2) above are therefore un- 


necessary. 
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defined, of course, in some arbitrary manner. I have therefore 
used this distinction in the General Argument. 


Itt 


Our purpose is to discover definitions for Prime Cost, etc., 
which may be used in a clock-time theory, and a General Argu- 
ment has been proposed, into which, it is suggested, the definitions 
should fit if they are to be as much as possible in conformity 
with the usual short-period analysis. ‘The first condition which 
is to guide our choice of definitions is that the entrepreneur will 
maximise Value of Product minus Total Cost. Now, we know 
that the entrepreneur does maximise the present value of his 
equipment, and so can obtain, as one clue, the fact that the 
present value of the equipment, for a given current 2 production, 
and (Value of Product minus Total Cost) for that same produc- 
tion, must bear some relationship to one another. It thus be- 
comes necessary, before proceeding further with the argument, 
to examine the nature of this present value for a given current 
production. 

Let us assume that the entrepreneur has perfect foresight. 
He has the choice of different possible streams of monetary 
payments in the future. To each such stream correspond 
different possible streams of monetary receipts. Thus there is 
a choice between different possible streams of payments and 
receipts, and so between different possible streams of “net 
receipts,” where ‘net receipts” at any moment of time 
are defined as receipts minus payments at that moment of 
time.® 

The extent of the choice between different possible streams 
is limited by technical and market considerations. Under 
“‘ technical considerations ’’ we may include the knowledge of the 
possible plans of future ‘“‘ technical activity,” where this term 
excludes all market dealings, but includes, on the ‘“ technical ”’ 
side, more than is usually understood by “ production,’ however 
this term may be defined. “Activity ’’ includes maintenance, 
storage, replacement, repairing, reconstructing, etc.t Under 


1 The above argument and that which follows may be adapted to the other 
cases if desired. 

2 T define the current period as the immediately ensuing period, the length of 
which is determined arbitrarily. It includes none of the past; but only the 
future. 

3 Similarly, it may be useful to use the term 
payments minus receipts. 

4 These terms are merely suggestive, and no attempt is made to define them. 

HH 2 


‘ 


‘net payments”? to mean 
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“market considerations ”’ we include the knowledge of present 
and future market conditions! for buying and selling of all 
kinds, and the relationships between market activity at any one 
time and subsequent market conditions. Thus we include the 
knowledge of buying and selling conditions for all kinds of services 
(now and in the future), and for equipment (including finished 
goods) in all states of preservation. We also include knowledge 
of the effects of various forms of ‘‘ market tactics,’ and thus 
take into account considerations which are often of importance 
in the formation of entrepreneurial decisions.? 

Armed with this knowledge of technical and market con- 
siderations, the entrepreneur can thus determine what combina- 
tions of receipts and payments streams, and so what net receipts 
streams, are possible. I now propose to assume that the entre- 
preneur foresees a fixed rate of interest, for each future period of 
time, at which he can lend or borrow to an unlimited extent.? 
Then, to any possible future net receipts stream will correspond 
a present value obtained by using these rates as discounting 
factors. For each possible kind of current production‘ there 
will be different possible future net receipts streams, each giving 
a different present value, and therefore for each possible kind of 
current production there will be an optimum net receipts stream 
corresponding to the greatest of these present values. We 
shall define “ V for production P”’ as the greatest present value 
corresponding to that kind of production which may be described 


1 A perfect market is not assumed. 

2 “ Spoiling the market,” ‘‘ keeping a good customer,” ‘“‘ preserving a force of 
skilled labour,” “‘ price stability as a selling cost,’’ are phrases which suggest a few 
of the ways in which present activity on either side of the market may affect 
future market conditions. 

3 T have made my assumptions with regard to the loan market much more 
limited than those with regard to other markets. Not only is a fixed rate postu- 
lated, which is independent of the amount borrowed or lent, but also future 
conditions in the loan market are supposed to be independent of present activity 
in that market. 

The rate of interest during any period is taken to mean the rate at which money 
can be lent or borrowed during that period (the end of that period being considered 
as equivalent to the beginning of the next). 

It should be noted that the rate of interest is constant during a “ period of 
time.” Thus the current period, which was defined (p. 451, footnote 2) as an 
arbitrary period of time beginning now, is really that period during which the rate 
of interest will not change. This assumption is adopted for the sake of con- 
venience. If it were removed, the argument would become unnecessarily 
cumbersome, but could still be adapted. 

4 Productive activity is distinguished from non-productive activity in some 
arbitrary manner. When this distinction has once been made, we can say 
whether two given kinds of current activity as a whole represent the same kind, 
or different kinds, of current production. 


99 66 


‘ 











1936] DEFINITION OF PRIME AND SUPPLEMENTARY COSTS 453 


by P (where P may represent no production, or some positive 
production). 

It will be convenient to make two more definitions at this 
point. (Current) appreciation for production P will be defined 
as the value of the equipment at the end of the current period 
minus its value at the beginning, where both values correspond 
to the best plan consistent with a current production P. 

I shall further define (current) net income for production P 
as (current) net receipts for production P + (current) apprecia- 
tion for production P. This important concept can easily be 
shown to be equal to V for production P, multiplied by the 
current rate of interest.1 Net income may thus be defined in 
either of these two ways. It corresponds closely to Professor 
Lindahl’s ‘income as interest,” as defined in 7'he Concept of 
Income,’ and therefore requires little discussion. 


IV ; . 


Having made these three definitions,? we may proceed with 
the argument. ‘The entrepreneur will choose that kind of current 
production which gives the greatest present value. Moreover, 


1 A slight difficulty is encountered, owing to the fact that receipts and pay- 
ments take place more or less continuously throughout the current period. How- 
ever, there will be no great inaccuracy in assuming that they all fall due at the 
end of the period, provided that the current period is reasonably short. Alter- 
natively, we can define “ current net receipts”? as those net receipts, at the end 
of the current period, which would be equivalent in present value to the net receipts 
(positive and negative) which we are actually considering as occurring throughout 
the period. This would merely involve a simple form of weighting for each item 
of net receipts, according to the time during the current period at which it took 
place. 

Suppose that the optimum net receipts stream, and the corresponding present 
value, for a given kind of current production, are represented by :— 

a a 
T+ +t) +n) 
where V is the present value, i.e. the value at the beginning of the current period 
(period 0); a, the net receipts at the end of the period s; and 7, the rate of 
interest during the period s. 

Then the foreseen value of the equipment at the beginning of period 1 is 


V= 


ee. ae ee ene Aw 
oe 
Ay 


= l+~7, _— V == Vr, —a 
1 -) ( 0) 0 0 
1.€. Vro = a4) + (V; — V) 


= current net receipts -+- current appreciation. 





Therefore V, — V = (v 


2 In Economic Essays in Honour of Gustav Cassel. 
3 Viz. of present value, appreciation and net income, all referring to a current 
production P. 
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according to our sole definition of (Value of Product minus 
Total Cost), he will choose the kind of production for which this 
expression is a maximum. (Value of Product minus Total Cost) 
must therefore be such that it is a maximum for that kind of 
production which also makes V a maximum. This is the first 
condition which must guide us in our choice of definitions, and 
arises from condition (a) of the General Argument. Condition (6) 
of the General Argument was that Value of Product should be zero 
for zero production. There are clearly many conceivable pairs 
of definitions for Value of Product and Total Cost which fulfil 
the two conditions; but, when the definitions for these two terms 
have been chosen, the definitions for Prime Cost and Supple- 
mentary Cost follow immediately from the remaining two condi- 
tions ((c) and (d) ) of the General Argument. Supplementary 
Cost is merely Total Cost for zero production, while Prime Cost 
for production P is Total Cost for Production P minus supple- 
mentary Cost. I now propose to choose definitions for the four 
terms which fulfil the conditions of the General Argument,! 


1 There are some definitions of Value of Product and Prime Cost which give 
the result of the General Argument (viz. that if [Value of Product — Prime Cost] 
for the production chosen > 0, then that production will be positive—see p. 446), 
without fulfilling the conditions. In this connection it may be interesting to 
consider here Mr. Keynes’ definitions in the ‘‘ General Theory.’”’ Mr. Keynes’ 
Prime Cost, in his own terminology, is [(# + A,) — G] — [B’ — @’]. This may 
be written : (current payments — value of equipment at end of current period) 
for production P, minus (ditto) for zero production. As it stands, this definition 
certainly fulfils the condition that Prime Cost should be zero for zero production— 
one of the implicit conditions of the General Argument. (Prime Cost for zero 
production = Total Cost for zero production — Supplementary Cost = 0.) 
Mr. Keynes, however, appears to neglect the possibility of receipts (due to the 
sale of goods from stock or of other equipment) when there is no production. The 
most obvious way of allowing for this possibility is to redefine B’ as ‘‘ current net 
payments (i.e. payments minus receipts) for zero production.” The amended 
definition of Prime Cost for production P will then be :— 

(current payments — value of equipment at end of current period) for pro- 
duction P 

minus (current payments — current receipts—value of equipment at end of 
current period) for zero production. When P is zero this equals “ current receipts 
for zero production,” which does not necessarily equal zero. Thus the amended 
definition gives a Prime Cost which is not necessarily zero for zero production, 
and is not therefore capable of being used in the General Argument. 

The amended definition, however, when used in conjunction with current 
receipts (Mr. Keynes’ Value of Product), does give the result of the General 
Argument. The condition (Value of Product — Prime Cost) for production 
chosen > 0 becomes :— 

(current receipts — current payments + value of equipment at end of current 
period) for production chosen, 

minus (ditto) for zero production > 0, 
and it is clear that if this condition is fulfilled the production chosen will be 
positive. Mr. Keynes’ definition of Prime Cost (as amended, and when used in 
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partly as an illustration of the kind of definitions which may be 
chosen, partly because the definitions chosen do appear to have 
some merit. The definitions which I shall choose are based on 
the concept of net income which was discussed above.? 

Let us first decide to include under the terms “ assets ’’ any- 
thing which may be bought or sold (as well as other things which 
are more obviously assets). Thus even wages may be considered 
as payment for an asset, viz. the claim to the working services 
of the labourer over a certain period of time, whether the wages 
be paid at the beginning, the middle or the end of the period. 
We now split up assets into two groups. One, which I shall 
call the product group, contains all assets of a type which we 
choose to regard as produced by the firm (7.e. finished goods and 
goods in process), and all assets which we choose to regard as 
helping to “ preserve”’ these assets which are produced (e.g. 
storehouses, preservatives, storekeepers’ services, etc.). In the 
other group, which I shall call the cost group, are types of assets 
which are neither produced by the firm nor help to preserve 
assets produced by the firm. The cost group thus contains 
assets which are used in the production of the product assets, 
or in the preservation of assets which are so used. In the cost 
group, for example, are included all machines, buildings, etc., 
other than those used in the preservation of goods finished and 
in process; also all raw materials, and claims to labour, which are 
used either directly in the production of finished goods and goods 
in process, or in the preservation of the machines, etc., mentioned 
above. 

For a given current production P there will be, as we saw 





conjunction with ‘“ current receipts ’’) is thus one of the type which gives the 
result of the General Argument without fulfilling its conditions. 

There are, indeed, two ways in which Mr. Keynes’ definition may be amended 
so as to allow for receipts when there is no production, and at the same time con- 
form with our criteria that both Prime Cost and also whatever is compared with it 
(which we call Value of Product) should be zero for zero production. On the one 
hand, we may leave Mr. Keynes’ definition of Prime Cost as it stands (conforming 
to our criterion), and compare it, not with “ receipts for production P,”’ but with 
‘‘ receipts for production P minus receipts for zero production.” Alternatively, 
we may let his Prime Cost be a prime selling cost, the purpose of which is to form 
a criterion for selling, as opposed to not selling. Then, since his Value of Product 
will now be “ receipts for sale S”’ (say), this will clearly be zero for zero sale. 
Therefore, since his Prime Cost conforms to our criterion as it stands, the definition 
can be used in the General Argument if, in the latter, ‘‘ sale’ is substituted for 
‘* production.” 

1 Certain difficulties arising in connection with the use which will be made of 
the concept of net income have been deliberately passed over. The choice of 
definitions which is about to be made is mainly illustrative. 
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above, optimum streams of future receipts and payments. From 
these streams we pick out items due to sales and purchases of 
assets in the product group, and are left with residue items due 
to purchases and sales of assets in the cost group. We thus have 
two net receipts streams for production P. The net receipts 
stream resulting from sales and purchases of product assets, 
which we shall call the net receipts stream on product account, 
will be predominantly positive, since it consists mainly of receipts 
due to sales of the product. The net receipts stream on cost 
account will be predominantly negative, since it consists mainly 
of payments. Only when, for example, raw materials are resold, 
machines are sold for scrap, or land, buildings, etc., are sold, do 
we find receipts on cost account. It may therefore be more help- 
ful to think of a net payments 1 stream on cost account. It should 
be emphasised that the net receipts streams on the two accounts, 
for production P, are derived from the optimum streams of receipts 
and payments (7.e. the streams which maximise the present 
value), for the firm as a whole, consistent with a current production 
P. They are not those streams which give the greatest present 
values for the two accounts respectively, consistent with a current 
production P. We are interested only in plans which refer to the 
firm as a whole. 

To the net receipts stream on product account (for production 
P) will correspond a net income on product account (for production 
P), derived from the net receipts stream on product account in 
exactly the same way asnet income for the firm as a whole is derived 
from the net receipts stream for the firm as a whole. Similarly 
there will be a net income on cost account (for production P), 
corresponding to the net receipts stream on cost account (for 
production P). Just, however, as we decided to talk of a net 
payments stream on cost account, so it is helpful to think of a 
net outgo on cost account, where net outgo equals minus net income. 

I now propose to define Value of Product for Production P as 


net income on product account for production P 
— net income on product account for zero production, 


while I shall define Total Cost for production P as 
net outgo on cost account for production P. 


It is clear, in the first place, that the definition for Value of 
Product fufils condition (b) of the General Argument, 7.e. gives 
a zero Value of Product for zero production. Condition (a) is 


1 T.e. payments minus receipts. 
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also fulfilled. (Value of Product — Total Cost) for production P 
equals 
net income for the firm as a whole for production P 
— net income on product account for zero production. 


Since net income for the firm as a whole, for production P, equals 
} V for production P, multiplied by the current rate of interest, it 
is clear that (Value of Product — Total Cost) is maximised for the 
production which maximises V. So the entrepreneur does choose 
the kind of current production for which (Value of Product — 
Total Cost) is a maximum, and the condition (a) of the General 
Argument is fulfilled. Conditions (c) and (d) of the General 
Argument give us the corresponding definitions for Supplementary 
Cost and Prime Cost. Supplementary Cost equals 


net outgo on cost account for zero production ; 


and so Prime Cost for production P becomes 


net outgo on cost account for production P- 
— net outgo on cost account for zero production. 


Our definitions for Value of Product and Total Cost, together 
with the derived definitions for Supplementary Cost and Prime 
Cost, thus constitute one of the many possible quartettes which 
fufil the conditions of the General Argument. It remains to 
cxamine more closely the nature of the definitions which have been 
chosen. 

Net income on product account consists firstly of current 
receipts due to the sale of the product of the firm, less any pay- 
ments due to the purchase from outsiders of what is regarded 
as the product of the firm. From this is subtracted the current 
payments due to the purchase of assets used in the preservation 
of goods finished and in process, less any receipts due to the 
sale of such assets (e.g. unwanted or obsolete storehouses). 
Finally we add in any appreciation (or subtract any depreciation *) 
on product account. 

Net income on product account is a measure of the value of 
the product, in the sense that it represents the current income 
(in Lindahl’s sense) on whatever we choose to call the ‘‘ product ”’ 
side of the firm. For a given current production P there is an 
optimum plan for the firm, and to that plan corresponds what 
we have called a net receipts stream on product account, and so a 
net income on product account. Net income on product account 
represents the gross share of the current period in the stream, 


1 Depreciation is defined as minus appreciation. 
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in the same way as net income for the firm as a whole represents 
the share of the current period in the net receipts stream for 
the firm as a whole. There may, however, be some net income 
on product account for zero production, and so, in order to get 
the net share of the current period in the stream of net receipts 
on product account (7.e. the share added by the current produc- 
tion P), we define Value of Product for production P as (net 
income on product account) for production P minus (ditto) for 
zero production. 

Similarly net outgo on cost account, our definition of Total 
Cost, consists of payments due to the purchase of cost assets, 
less any receipts due to the sale of cost assets (e.g. scrapped 
machines, etc.), plus depreciation on cost account. It represents 
the share of the current period in the stream of net payments 
on cost account. 

If, with a view to determining our current activity, we run 
through the various possible kinds of current production, we 
find, first, that Value of Product would be zero for zero production. 
Considering greater and greater current production, we find that 
Value of Product would increase. Greater current sales would 
be reflected in a greater net income on product account. In- 
creases in the extent of the advance of goods in process, and in 
the making of goods for stock, would result in increased prospective 
receipts, and so again in a greater net income on product account. 
Similarly, larger payments (current and future), due to the 
preservation and purchase of goods finished and in process, 
would decrease net income on product account. 

In the same way Total Cost would be greater for greater 
production. Greater current purchases of cost assets would 
result in a greater net outgo on cost account. The increased 
use of cost assets already held (e.g. the depletion of stocks of raw 
materials) would be reflected in the increased future purchases 
necessitated, and thus in an increased net outgo on cost account. 
Similarly a decrease in receipts (current and future) due to the 
sale of cost assets (when, for example, a greater current produc- 
tion means the use rather than the sale of raw materials held) 
would decrease net outgo on cost account. 


1 If current sales were increased by S, the present value on product account 
: 


would be increased by the discounted value of S (i.e. by , but the net income 


1) 
To 
on product account would be increased only by this discounted value of S, 


Y 


multiplied by the current rate of interest (7.e. by rm = ry). This is clear from the 
0 


definition of net income as present value multiplied by the current rate of interest. 
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Finally it should be noted that the effects of ‘‘ market tactics ”’ 
in the markets for product and cost assets are reflected in the net 
receipts streams, and so in the net incomes, on the product and 
cost accounts respectively. 

Supplementary Cost is merely that part of Total Cost, as we 
have defined it, which is incurred even when there is no production, 
while Prime Cost for production P is the additional cost incurred 
in the production of P. 


V 


We have, I think, shown that our definitions, as well as pro- 
viding an illustration of the kind which may be chosen, do have 
some claim to be regarded as suitable. Value of Product repre- 
sents a current share in a stream of net receipts which is 
largely due to the sale of the firm’s product, but which at the 
same time takes into account the diminishing effect on the value 
of the product of “‘ preservation’ payments. ‘This ‘share is the 
sum of current net receipts and current appreciation—what has 
been ‘‘ made ”’ on the account, over and above the maintenance 
of its value intact. Again, we have seen that our definition for 
Vaiue of Product allows for increases in current production, not 
only when this would result in additional sales, but also when 
more goods would be made for stock or advanced in process. 

Similarly our Total Cost represents the current share in a 
stream of net payments which is largely due to purchases of 
cost assets, but which also takes into account the sale of such 
assets. Moreover, our definition allows for increases in cost due 
not only to additional purchases, but also to the additional use 
of assets already held. 

It should be emphasised that no attempt has been made to 
define exactly the contents of the two groups of assets. Real 
examples given above have been merely illustrative and sugges- 
tive. Difficulties arise, both in theory and practice, which 
cannot be dealt with here.t It is attempted in this paper only 


1 For example, it is doubtful how we should deal with obligations of the firm 
to pay money, and claims to the receipt of money, outstanding at the beginning 
of the current period. Since they have a constant present value, we may choose 
whether or not these positive and negative assets are to be included in the “ equip- 
ment ”’ of which the entrepreneur maximises the present value. Again, we may or 
may not include some or all of them in the cost group, considering interest pay- 
ments by and to the firm as purchases and sales respectively of ‘‘ coupons,” and 
redemption payments by and to the firm as purchases and sales of “ bond cer- 
tificates.”’ In total and supplementary costs there may thus be included current 
interest and redemption payments by the firm in connection with debts incurred 
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to suggest that the division of assets into two groups—a “ cost ”’ 
group and a “ product” group, whatever may be their composi- 
tion—may be useful for the problem in hand. It would be simpler 
if we could think of Value of Product as connected with the whole of 
the receipts stream, and Total Cost with the whole of the payments 
stream. For obvious reasons, however, it seems unreasonable 
to think of certain receipts as in any way connected with the 
product, or of certain payments as connected with the cost of 
production. It is in an effort to allow for this that the two 
groups of assets have been introduced. 

The argument may be summed up at this point. In finding 
definitions for what I have called a realistic, or clock-time, 
analysis we must first of all discard the idea that prime and 
supplementary costs are associated with fixed and variable 
factors. Rather are they associated with production and no 
production. Supplementary cost = total cost when there is 
no production, and prime cost = total cost — supplementary 
cost. So prime and supplementary costs are merely subordinate 
concepts — derivatives of the concept of total cost. We are 
thus left with the problem of defining total cost for any given 
current production, the condition which guides us being that the 
excess of value of product over total cost shall be a maximum 
for the production chosen, where we may define value of product 
as we will, provided that it is zero for zero production — a second 
condition. The difficulties of definition in the realistic analysis 
arise from the fact that our current activity affects our future 
positions in various ways, and definitions of value of product 
and of total cost must take this into account. The making of 
goods for stock, the advance of goods in process, the purchase of 
raw materials, the improvement or installation of what is called 
“fixed ” plant, advertising activity and so on, are all forms of 
current activity which affect our future position. It thus seems 
essential that value of product, and total cost, for a given current 
production, should refer to the best plan for the firm as a whole 
consistent with that current production. Working on these lines, 
many pairs of definitions may be chosen which fulfil the condi- 
tions, and the wideness of this choice should be emphasised. 
The set of definitions which we have chosen—based upon the 





before the beginning of the current period, while we may or may not choose to 
consider current interest and redemption payments ¢o the firm as decreasing total, 
and supplementary costs. 

Again, there may be some difficulties concerning advertising and other market- 
ing activities. Should we think of assets used in such activities as “ preserving ” 
the product or not ? 
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concept of net income and upon the idea of two groups of assets— 

is only one of several possible sets. Even if the definitions here 

proposed are not accepted, it is hoped that the principles have 

been demonstrated upon which more satisfactory definitions may 
be chosen. 

G. D. A. MacDoucaLh 

Balliol College, 

Oxford. 











SOME THEORETICAL ASPECTS OF 
FORWARD EXCHANGES 


“THE nature of forward dealings in exchanges is not generally 
understood. . . . There are few financial topics of equal import- 
ance which have received so little discussion or publicity.”’ These 
remarks of Mr. J. M. Keynes were made in 1922, but are in 
substance still valid to-day. It is true that since the publication 
of his chapter on Forward Exchanges in A Tract on Monetary 
Reform, and largely in consequence of its publication, more 
attention has been paid to the subject than before. The rates 
are now quoted regularly in several newspapers. The financial 
Press comments systematically upon their fluctuations. But 
it is hardly less true to-day than it was fourteen years ago that 
the nature of Forward Exchanges is not generally understood, 
either among theoretical economists or bankers, or even among 
writers on Foreign Exchanges. Practical necessity to follow 
Forward Exchange movements has increased considerably since 
1931, and this accounts for the larger volume of publicity which 
the subject has received during the last few years. The comments 
on current movements in Forward Exchanges remain, however, 
essentially on the surface, and occasional articles dealing with 
some more fundamental aspects of the subject do not cover a 
wide enough ground. 

The technical aspects of Forward Exchanges have received 
a fair amount of discussion by practical writers. The investiga- 
tion of points on the borderline between technique and theory 
leaves, however, much to be desired, and when we come to 
fundamental theoretical questions related to Forward Exchanges, 
we find that this branch of economic science has been practically 
stagnant during the last fourteen years, especially as far as 
English economic literature is concerned. Theoretical economists 
in general have been remarkably reluctant to explore the avenues 
opened up by Mr. Keynes. Possibly their reluctance was largely 
due to the highly technical character of the subject, which presents 
innumerable pitfalls and traps to those who venture to write 
about it without a thorough knowledge of vast amount of practical 
details. It is probable, however, that many economists would 
have taken the trouble to master these details had they but 
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realised the broader implications of the subject. But most of 
them considered Forward Exchanges a matter of commercial 
arithmetic, and, as such, outside the sphere of economics. They 
seem to be entirely unaware that Forward Exchanges, through 
their effect upon interest rates, international transfers of funds, 
gold movements, trade balances, price levels, etc., constitute a 
factor of first-rate importance which they can ill afford to ignore. 
Authors of books on the theoretical aspects of these subjects 
do not so much as mention Forward Exchanges, and their critics 
fail to notice such a gross omission. 

The influence of Forward Exchanges upon short-term interest 
rates is particularly obvious. And yet nearly all theoretical and 
practical experts on discount-rate policy ignore the very existence 
of that factor. This is largely due to the one-sidedness of the 
fundamental conception upon which the classical “Interest Parity”’ 
theory of Forward Exchanges rests. This theory—according 
to which forward rates are determined by the difference between 
short-term interest rates in two centres—is based, consciously 
or otherwise, upon the philosophical conception that in the 
international money market, as in the economic field in general, 
and in Nature itself, there is a tendency towards automatic 
compensation. Forward Exchanges are regarded as a means by 
which this tendency works towards offsetting differences between 
interest rates in various countries. Since such differences are 
bound to exist, owing to the difference in the degree of risk and 
in the relation between supply and demand of capital in various 
markets, the development of Forward Exchanges is supposed 
to have provided a means by which the gaps between the national 
levels of interest rates are automatically filled. In other words, 
according to this conception the yield on short-term loans with 
the exchange covered should be practically identical at a given 
moment in all leading financial centres. ‘Thanks to the tendency 
of Forward Exchanges to adjust themselves to their Interest 
Parities, there is thus supposed to be a “ solidarity ’ between 
money markets in spite of the difference between their conditions. 

This conception is so neat that it is almost a pity it does not 
correspond to reality. While it is true that in certain circum- 
stances Forward Exchanges play the part of the supreme equal- 
iser, in other circumstances they tend to disturb the solidarity 
of money markets, and tend to break up the international level 
of interest rates, instead of neatly compensating the discrepancies 
between national interest rates. The conception of perfect 
compensation is based on the erroneous assumption that forward 
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rates are always the passive factor in the process of adjustment 
between them and Interest Parities, and that, while thay are 
influenced by Interest Parities, they never influence the latter. 

As is well known, there can be lasting discrepancies between 
Interest Parities and forward rates, even during normal conditions, 
owing to the unwillingness or inability of banks to take advantage 
of the discrepancies to a sufficiently large extent to restore 
equilibrium. In certain circumstances, especially when a currency 
is over-valued or under-valued, these discrepancies are apt to 
assume spectacular dimensions. This obvious fact has, of course, 
been realised by many writers on the subject. What most of 
them do not appear to have realised is that the existence of 
discrepancies between Interest Parities and forward rates is apt 
to react upon Interest Parities; that the tendency towards 
readjustment works in both directions; and that relations between 
Forward Exchanges and their Interest Parities are therefore re- 
ciprocal. Internal interest rates in various centres are very often 
influenced by forward rates. It stands to reason that in the 
centre which loses funds, as a result of interest arbitrage brought 
about by discrepancies between forward rates and their Interest 
Parities, money tends to become tighter, and interest rates tend 
to rise, and that in the centre which gains funds the opposite 
effect is produced on money rates. Even during periods of 
stability this influence on interest rates is at times a factor of some 
importance. During periods of abnormal fluctuation or pressure 
on a currency, forward rates are apt to become the predominant 
factor in internal money markets. Such a situation had arisen 
in the case of France during 1935 and 1936. As a result of the 
anticipation of a devaluation, forward francs had been at a 
persistently heavy discount. They had become, in fact, con- 
siderably under-valued compared with their Interest Parities. 
The result was that it had become highly profitable for French 
banks to use their liquid resources in interest arbitrage, which 
since May 1935 has seldom yielded less than 15 per cent. per 
annum, and yielded at times as much as 50 to 60 per cent. As 
a result, it was increasingly difficult to induce the banks to grant 
loans at the customary terms. French firms had to pay as a rule 
a great deal more than 1 or 2 per cent. above the bank rate. 
The internal level of interest rates was thus influenced to no 
slight extent by Forward Exchanges, which, far from having acted 
as equalisers offsetting differences between interest rates in France 
and abroad, accentuated these differences to no slight degree. 

It is of the utmost importance, both from a theoretical point 
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of view and from the point of view of efficient conduct of monetary 
policy, to realise that the Forward Exchange market provides a 
loan market which is a rival to the internal loan markets and which 
escapes, to a large extent, the influence of the traditional dis- 
count-rate policy pursued by the authorities. On the assump- 
tion that forward rates are a passive factor determined by Interest 
Parities, it may be possible to argue in favour of a laissez-faire 
policy in the sphere of Forward Exchanges. Once, however, 
the reciprocity of relations between Interest Parities and forward 
rates is realised, it is difficult to escape the conclusion that the 
monetary authorities cannot afford to ignore Forward Exchanges. 
The discussion of the whole question whether or not active 
intervention as an alternative to discount-rate policy, as proposed 
by Mr. Keynes, would be feasible is outside the scope of this 
article. But it is well worth pointing out that, in the light of 
the realisation that Forward Exchanges, if allowed to look after 
themselves, are apt to influence internal short-term interest rates, 
Mr. Keynes’s proposal would not appear nearly as revolutionary 
as it does on the basis of the misconception by which, in the 
absence of official intervention in the Forward Exchange market, 
interest rates are always the cause and forward rates always the 
effect. The fact is that, whether or not the authorities interfere 
with forward rates, the latter tend to affect discount rates. The 
difference between the existing state of affairs and the system 
advocated by Mr. Keynes is that, as things are, the effect of 
forward rates on discount rates frequently clashes with the 
official policy. Thus, even from the point of view of the orthodox 
discount-rate policy, it is a mistake to adopt a neutral attitude 
towards a factor which can, to a large degree, interfere with 
internal interest rates. Those who think that it would be going 
too far to bring about an artificial appreciation of forward rates 
in order to attract or retain foreign balances, may well consider 
the question whether or not it would be desirable for the authori- 
ties, in given circumstances, to counteract at least the discrep- 
ancies between forward rates and their Interest Parities, so as to 
prevent the development of a rival loan market interfering with 
internal money rates. 

This example is calculated to indicate the importance, even 
from a practical point of view, of understanding the nature of 
Forward Exchanges. The “neutrality’’ of most Central Banks 
towards Forward Exchanges is probably largely due to their lack of 
realisation of the reciprocal nature of relations between Interest 


Parities and Forward Rates. 
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Once the influence of Forward Exchanges on Interest Parities 
is realised we may go a step further. While Forward Exchanges 
and Interest Parities affect each other reciprocally, they are 
both affected by more fundamental factors. Forward Ex- 
changes are, to a large degree, influenced by the internal purchas- 
ing power of the currencies concerned. The discovery of this 
is to the credit of a practical banker, Mr. W. W. Syrett. Even 
though in the form in which he put his suggestion in an article 
appearing in the June 1936 issue of The Banker it is crude, one- 
sided and grossly exaggerated, it opens up nevertheless interesting 
avenues for further research into the nature of Forward Ex- 
changes. The new theory, far from being an alternative to the 
Interest Parity theory as Mr. Syrett claims it to be, should com- 
plete and explain the latter. For changes in Interest Parities 
are, to a considerable extent, due to the over-valuation or under- 
valuation of exchanges compared with their internal purchasing 
power. The deviation of Forward Exchanges from their Interest 
Parities can also be explained to a large degree by the under- 
valuation or over-valuation of exchanges in relation to their 
equilibrium level. Although the direct cause of such deviations 
may lie in the trade balance, speculation, etc., these are very 
often the effect of the more fundamental cause of over-valuation 
of a currency. 

If an exchange is over-valued, the forward rates tend to move 
against the country concerned for the following reasons : 

(1) Interest rates in the country with an over-valued currency 
tend to rise, especially if it is defended by more or less orthodox 
methods of high Bank rate and credit restrictions, or if the 
adverse pressure on the spot exchange caused by its over-valua- 
tion leads to an outflow of gold. In countries which are not on 
a gold standard the effect of over-valuation upon interest rates 
is not so pronounced, but in case of prolonged adverse pressure due 
to gross over-valuation it is likely to manifest itself to some extent. 

(2) The trade balance of a country with over-valued currency 
tends to become adverse, and consequently, other things being 
equal, forward selling of the national currency for commercial 
account tends to exceed forward buying for commercial account. 
It is possible, however, to avoid this effect by import restrictions, 
export subsidies, etc. 

(3) Even if the over-valuation of the currency does not 
produce a trade deficit, commercial forward selling will exceed 
commercial forward buying, owing to the pessimistic view taken 
by merchants of the prospects of the currency concerned. Those 
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who expect payments in that currency are likely to cover their 
exchange risks, while those who have to make payment at a future 
date will leave the exchange uncovered in the hope of benefiting 
by its subsequent depreciation. Should the discount become 
prohibitive, however, this factor aay become reversed. 

(4) The same considerations as under (3) hold good regarding 
hedging against assets in an over-valued currency. 

(5) Speculative anticipation of devaluation or depreciation 
of an over-valued currency is an important cause for the widening 
of the forward discount. Here again the tendency may become 
reversed as soon as the discount has, in the opinion of the market, 
become excessive. 

(6) The over-valuation of a currency tends to tighten credit 
resources, as a result of the defence of the currency or through 
the flight of capital. This is important because, owing to lack 
of liquid resources, interest arbitrage is unable to take advantage 
of the discrepancy between forward rates. and their Interest 
Parities, and is thus unable to counteract the widening tendency 
of the forward discount. 

If a currency is under-valued compared with its internal 
purchasing power, Forward Exchanges tend to be affected by 
the same set of factors in opposite directions. Interest rates 
tend to be low owing to the favourable trade balance and the 
influx of foreign capital. As a result the Interest Parities justify 
a premium, but the actual premium will tend to be substantially 
larger than the figure justified by Interest Parities. There will 
be an excess of commercial buying over commercial selling, a 
plethora of funds, and speculative anticipation of appreciation. 

To summarise the conclusion, it is probable that if the spot 
exchange is over-valued or under-valued the Interest Parities 
will be between the spot exchange and its equilibrium level; 
and actual foward rates will be between their Interest Parities 
and the equilibrium level of the spot exchange. It is neverthe- 
less important to emphasise that in case of wide discrepancies 
the adjustment of either Interest Parities or even actual forward 
rates to the equilibrium level of spot exchanges is never likely 
to be complete. For instance, in the case of the French franc, 
the spot rate was between 75 and 76 during 1935-36, while the 
equilibrium level was probably between 95 and 105. All this 
time the Interest Parity for three months’ forward francs was 
never higher than 77, while the actual forward rate was never 
over 83. A depreciation of the Forward Exchange to the equil- 


ibrium level of the spot exchange is technically impossible. 
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The theory outlined above has other limitations in both normal 
and abnormal conditions. In normal conditions its working, as 
that of the Interest Parity theory, is affected by the existence 
of gold points beyond which forward rates do not move unless 
confidence in the stability of the exchanges weakens. In abnormal 
conditions the forward rate of an under-valued currency may go 
to a heavy discount owing to the anticipation of its further 
depreciation, while the prospects of a further rise may put the 
forward rate of an over-valued currency toa premium. It would 
be idle to seek to establish too close relations between equilibrium 
levels of spot exchanges and their forward quotations. But, 
since the explanation put forward above indicates the general 
tendencies affecting the set of factors upon which Forward 
Exchanges usually depend, it carries a step forward the inquiry 
into the nature of Forward Exchanges. 

The next step is to examine whether the relations between the 
purchasing power of a currency and its forward quotations are 
reciprocal; whether the latter can affect the former. The 
answer to this question is by no means simple. It is necessary 
to discriminate between the direct and indirect influence of for- 
ward rates upon prices. The direct effect of a wide discount on 
Forward Exchanges upon internal commodity prices is similar 
to that of a depreciation of the spot exchange. If forward francs 
are quoted at 82, that is the rate French importers have to pay, 
unless they prefer to take a speculative exchange risk, or unless 
they are in a position to pay cash or buy spot exchanges in 
advance of maturity. If they insist upon payment in francs, it is 
foreign exporters who have to cover the exchange risk; they 
quote their prices to allow for the cost of covering. Thus, the 
direct effect of a discount on forward francs, caused by the over- 
valuation of the franc, is to cause a rise in French commodity 
prices in terms of francs. On the other hand, the discount on 
forward francs would cause a fall in French commodity prices in 
terms of sterling or dollars, notwithstanding their rise in terms of 
francs. And, after all, from the point of view of the equilibrium 
level of the franc it is the foreign currency equivalent of French 
prices that matter. The direct effect of a discount on forward 
francs is to reduce the extent of the over-valuation of the French 
currency. In a similar way, the premium on forward sterling 
or dollars tends to reduce the under-valuation of these currencies, 
since it increases the price of British and American goods in 
terms of francs for French buyers covering the exchange risk, 
even though it may tend to cause a slight fall in the British and 
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American price levels in terms of sterling or dollars, through its 
effect on the price of commodities imported from France. 

The direct effect of a forward discount or premium on an 
over-valued or under-valued currency is somewhat similar to that 
of a corresponding change in the spot rate. In both cases prices 
in the countries concerned tend to rise or fall, in terms of the 
national currencies, but, not sufficiently to prevent a partial 
adjustment to equilibrium level as a result of the depreciation 
or appreciation of the exchange. The question is whether the 
effect of a discount or a premium on the forward exchange is as 
pronounced as that of a corresponding change in the basic ex- 
change rate, assuming, of course, that the premium or discount 
is of a sufficiently lasting nature to produce its full effect on prices. 
Would a continued discount of, say, 5 per cent. on forward 
francs for three months affect the over-valuation of the franc to 
the same extent as a devaluation of the france by 5 per cent. ? 
In all probability, the direct effect of the discount. would remain 
inferior to that of the devaluation; that is, both the rise in French 
prices in terms of French francs and their fall-in terms of sterling 
and dollars would be less pronounced. For, while a devaluation 
would affect everybody, a discount on forward francs affects only 
those French importers of foreign goods and foreign importers 
of French goods who choose to cover the exchange risk. As I 
pointed out above, there are alternatives to this course. More- 
over, if payment for goods imported to and exported from France 
should be due in less than three months, the percentage of the 
depreciation would be under 5 per cent. 

The indirect effect of the discount on forward francs would, 
however, accentuate its direct effect. It tends to counteract the 
rise in French prices in terms of francs, through its effect on 
French interest rates and the volume of credit. We have seen 
above that a discount on the forward exchange tends to cause 
interest rates to rise. On the other hand, a devaluation of a 
currency tends to relax the pressure on interest rates and on the 
volume of credit, and tends to accentuate the rise in prices in 
terms of the national currency that follows devaluation. Simi- 
larly, the indirect effect of a premium on forward dollars upon 
the American price level would be a rising tendency, while the 
indirect effect of an appreciation of the dollar, through its influence 
upon interest rates and the volume of credit, would be a falling 
tendency. To summarise the conclusion: The direct effect of a 
premium or discount on the Forward Exchange in the direction 
of restoring equilibrium is less than that of a corresponding 
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appreciation or depreciation of the spot rate. On the other hand, 
while the indirect effect of an appreciation or a depreciation of 
the spot rate tends to offset its direct effect, that of a premium 
or a discount on the forward rate tends to accentuate its direct 
effect. The answer to the question whether a forward premium 
or discount, while it lasts, tends to eliminate the under-valuation 
or over-valuation of the currency to a greater or less extent than 
a corresponding change in the basic rate varies from case to case. 
It is well worth examining whenever it arises. 

The reciprocal relations between Forward Exchanges and 
the balance of trade are also worthy of the attention of the 
theoretical economist. Considerations of space prevent me from 
discussing in detail this point and many other points in respect 
of which there is ample scope for scientific research. Indeed, 
few people realise how vast the subject is and how profound 
and far-reaching are its implications. My above remarks on the 
relations between interest rates and Forward Exchanges, and 
between commodity prices and Forward Exchanges, aim merely 
at indicating some of the directions in which the theory of For- 
ward Exchanges might be fruitfully developed by economists 
enterprising enough to explore this terra incognita of economic 


science. 
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FAMILY MEANS AND PERSONAL RESPONSIBILITY 


In the current discussion on means tests, distinctions are drawn 
between those conducted upon an “individual” and those which 
proceed upon a “ family” basis. A number of such tests are 
used in connection with the social services, most of them taking 
account only of the individual’s resources; it is the use by the 
Unemployment and Public Assistance authorities of a family 
basis which has aroused keen controversy as to how widely the 
family unit should be defined, and therefore how far personal 
responsibility for needy relatives should extend. By the Poor 
Law Act, 1930, it is the duty of a father, mother, grandfather, 
grandmother, husband or child of a poor person to support that 
person. A wife with separate property is also liable. In the 
last resort the authorities may obtain a maintenance order on 
these relatives compelling them to make some contribution to 
the relief granted. There are some significant omissions, notably 
that no such obligation rests upon brothers or sisters or upon 
grandchildren. In addition, there is a secondary liability resting 
upon others. In assessing the amount of relief to be given, the 
general principle is that the income from every source available 
to the household must be taken into account, subject to certain 
statutory exceptions. What constitutes a household is a question 
of fact, there being no statutory definition of it. For practical 
purposes it is sometimes defined as the group of persons who 
sit at a common table, or as the economic unit which provides 
a roof and a hearth to any individual. It is not, therefore, the 
same as the natural family, although most households are in fact 
families. The Unemployment Assistance Regulations also con- 
sider the needs and resources of the household, which is taken as 
meaning two or more persons who live together under the same 
roof and share a common table. The “ private family ” of the 
Census is somewhat a similar unit. The chief criticisms which 
have been made of a family test is that it tends to break up the 
families by thrusting a heavy and unfair responsibility on various 
members, and that the liability is made to extend to degrees of 
relationship far too remote from the applicant. We do not know 
in detail how widely the household defined for these purposes 
differs from the natural family, so that the discussions on the 
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effect of adopting this or that definition of a household are taking 
place without the aid of the relevant data. Further, poverty 
studies mostly proceed on the assumption that all family income 
is pooled, though sometimes estimates are made of the effect on 
the volume of statistical poverty if it were not pooled.1 The 
various sources of family income are neither equally permanent 
nor equally constant in amount, nor are they homogeneous items 
which can be aggregated without qualification. An investigation 
into the difference which is made to needs and income if different 
definitions of the family unit are used, and into the relative 
importance of the various sources of family income, is thus of 
scientific and practical importance. 

Fortunately present circumstances have provided a unique 
opportunity for obtaining light on these questions. The present 
study is based on an examination of a sample of cases dealt with 
by the Unemployment Assistance Board, which courteously gave 
access to its data. The information at its disposal is peculiarly 
valuable, in that for the first time we have data collected over 
the whole country, on a standard basis, at a uniform date, and in 
conditions favourable to a full disclosure of family resources. 
A parallel investigation has also been made on the basis of the 
London and Southampton Surveys, since these provide a norm 
against which the special type of cases can be set. Some of the 
results for London (based on the week of investigation) are 
included here. The study was made for eleven districts of 
different economic character. 

The amount of payment made is arrived at after a comparison 
of household needs with available resources. We may commence 
with income. The first table shows the proportion of families 
who were in receipt of income from head’s wages, etc., other 
earners’ wages, and income from the social services. In this and 
other tables, head’s wages, etc., includes any income received 
by an earning wife, and income from miscellaneous sources, 
such as property. 

But there are substantial differences in the levels of wages, 
in the opportunities for industrial work for women and girls, 
in the amount of short time and the incidence of unemployment, 
all of which affect the amounts actually received from the various 
sources. Table II shows how the average family income is 
made up. The upper half indicates the amount received by 
the different groups of persons in the household, while the lower 


1 Work and Wealth in a Modern Port, ‘‘ Potential Poverty,” pp. 126-7. New 
Survey of London, Vol. III, pp. 93-6. 














473 


FAMILY MEANS AND PERSONAL RESPONSIBILITY 


1936] 


*eUIONUT OU VA %Z-O zx 








, 




















oisz| eho | FI | 6s | oat | 616 | 986 | GLI |} 828 | 90T Ler | 161 opdures | en des- eate diab — 
0-001 0-001 | 0-001 | 0-00T | 0-001 | 0-00T 0-001 | 0-00T | 0-001 | 0-001 | 0-001 | 0-001 EW 
o-7 $6 | #8 0:9 o-7 GL | 18 | PS | oer | GPT | 3&9 | 8-9T | ee eee ae sodem 
| r | | | | S1OUIBE JoyZO ‘sosBM SPBOP, 
0-3 | LBS 0:63 1-86 9°93 OFE | BEF | LS | SLB F:9G G6T | 1:93 } ¥ so3BM SIOUIBO 
| | | | 7eq30 pus euroour [eI00g 
8-8z | oT 2-0 8-0 L-0 TT ~s '§ 4). oe ee | 3-0 = 5 : ae S19urve 
| | eygo pues sodBa iets) 
| | | toyzoO Oper 
G-8 8-F1 8-01 €-LT 8-FI L‘6 GL | 6-FI | £6 | ere | ftt | Est. |< ; . * euloout 
| | | | | | gg Lae sosvm spvop]{ 
L:0 | $0 €-% aE 5:0 £-0 €-1 saat Ol. esac (uly Oo wes €-F $0 | ° ATWO SOSBM SIOUTUS IOYIO 
9°¢ | G-O¢ T-3g O-LP T-€¢ L-9F 9-8€ | SIF «| 8-8¢ | Shr | 8-9¢ | rb | * ATWO eurooUT [BIDS 
Lze | GT 6-0 8-0 6-0 L-0 1 a ie eee SI Be, | sO | Ajuo ‘040 ‘sede SproH 
| . (9) wary | *(v) Bory | | | | 
,Aoamng| +9308 |‘pjoysiep ‘uoysutr| ‘Tes |‘uogdure| -yorm | “But | uoqdure | *yqnour | 
ere | -u0g -pny -anaguey “IBA “TeM | -UWON | -JON | -pRey | -yynog | “eumnog 
| 





*sa0un0g snow A worst awoouy buraraoay soyuung fo abnzus10g 


amoouy ijpwog fo saunog 


J Wavy, 

















474 THE ECONOMIC JOURNAL [SEPT. 


half shows the relative importance of the different categories of 
income. ‘The extent to which households are buttressed against 
misfortune by social income and the head and his dependents 
protected by the presence of supplementary earners, is very clearly 
brought out. The comparative uniformity of total income 
indicates the way in which the Board’s operations tend to make 
up income to a minimum basic level, and contrasts sharply with 
the great diversities in actual composition, e.g., the amounts 
received from other earners in Norwich, Southampton, North- 
ampton and Walsall. 

The third and fourth tables take “ needs’ into account and 
endeavour to show the effect of the payments made in setting 
up chains of responsibility within the household. As it is the 
purpose of a means test to throw part of the responsibility for 
supporting the assisted person on to other members of the house- 
hold, in one sense these personal obligations are the consequence 
of the details of the regulations and the numbers and types of 
relatives which custom and the requirements of industrial mobility 
draw into the household. Thus both Public Assistance Committees 
and the Unemployment Assistance Board in practice vary the 
fraction of income they regard as available for common needs 
according to the closeness of relationship of the earner to the 
applicant. It is, however, the effect of such regulations in making 
it necessary for the members of the family to pool their earnings 
if a given standard of life is to be maintained, that the public 
has in mind. The Board’s main concern is with the applicant, 
and the relationship of the other members of the household to 
him. But while some of the applicants are heads of natural 
families, others are supplementary earners, so that it is not easy 
to compare the responsibility thrown on different members with 
the obligations which fall upon them in the more normal stresses 
of life, e.g., such as would be found in a sample of the working- 
class population. The tables were therefore compiled on three 
principles. (1) The table states the relationship to the head of 
the family. In the typical case, the head is the father with some 
earning and some non-earning children, but not all families are 
of this type, and the definition was expanded as logically and 
naturally as possible, somewhat on the lines of the definitions 
in “ Has Poverty Diminished ” and the London and Southampton 
Surveys. (2) There was drawn up for each area a poverty datum 
line, which was in fact the London minimum needs scale calculated 
for the qualities purchased and at prices currently paid by 
working-class consumers. The retail prices were obtained 





wo 
aes 
~~ 


FAMILY MEANS AND PERSONAL RESPONSIBILITY 


1936] 


*91qB4 STUY WOI] popnyjoxsa av ,, soliurey uosIed [Surg ,,—*ALON 








© 
nN 
~ 


i> | 


OT T¢ 


0 


© 


ce | 


6h 


T &F 





AO 
© 
= 


G O0€ 
9 9 


G 


OT 


onn 
otro 


On Oo 


CS 
i 
3G 


§ 


9 O§& 
b 6 
8 6 


Co Bac Ail oO 


FG 
€1 
II 


Ce Oe Od o 


LG 
Or 
9 


Heed | @ 





i> | 


© 


ww” 


=) 


GP 





Bout Ne) 
=) 
Lom 





© OO WO 


*@ 


oO 


A 





19 
Ax 
u 


% 


is 


IT 
SG 
8 





8T 
LG 


°s 


is Er) 


= 


c 
*s 


my ho 
for) 
q 





sro ie a) 





*£OAING 
uopuo'y 





"4908 
-u0g 


*pleysiep 
“pny 


*(q) vory [(») very 








| uo4Sutz | 
ys 





“OT 
~ION, 





‘sauoouy hyung fo uoyrsodwog) 








SOSBA SIOUIVS IBYIO 
070 ‘SosvA SpBopT 


eUIODUT SIOUIRE-UOU 4NpPY 
eWIOdUT SIOUIvE IEYIO 
OUIOOUT SpPRoFT 









































— 7m an ~ 
5 
Ay 
x 
n 
Oot | oot 0or | Oot | oot | oor | oor | oor | OO0T | Oot | oor | Oot | ° ° * TIv 
| | | | | 
8 &I II It 6 st | ot | 9 . ¥ : | &1 | ¥ ioe ‘ *  S104ZO 
| | | | | YQIM JO oUOTe s9de0y 
| | | | | | -esnoy e[suIey 10410 
ae es aati <a — I | I € | — | ae — — : SIOUIBO-UOU 4[NpsB 
| | | | | | | puw SIoUIBE IOY{O ‘OFT, 
T 9 | §& g | & ¥ | — | 8 SG | b ok | § a * —_—‘ SdouT've-U0U 
- | | | | | | 9[Rpe pue siourve 10449 
Z, — I —- | — — —- | — Zz fi — | —- | — | — f° : * srouree 
Ba | | | | | | | -uou 4jnpe pues oft, 
=) 8 L 9 8 Or € 8 | @f | 9 | bt | 2b | Tl =| “Sioureo Joq7O Pus OFT 
or) € 9 I I € T T | §& | 9 | & | § | 9 | * A[uo siourve-uou yNpy 
o) 09 $9 Lg og cg L9 OL | 6¢ | TL | 8g 99 |} 8g |° AjUo si9UIBe 10430 
+ 03 € 8G os &G It oC | cb | Hh | FE. } TH | SE. | ¥ ATWO OFM. 
} | | | | : Aq poysoddns ore 
, | | | | | | OYA SpBeYy Jo OBBquedleg ‘*Z 
° GEG TL 69 eIT LOZ 91 | rer | F9 | 68 | Sh | 8ST | 6L ’ : peysoddns 
3 | | | | Ayyzed a0 Ayjoym st 
| | | | | PBoY OIOYA SOT[TUIB] JOON *T 
e 
Bt |-(q) Bory \"(») Bory | | | 
‘Aeamng | *4908 —_— | ‘uojZutl | «‘y[es =| ‘uoydure) ‘yorum ‘Sur | ‘uojdure | ‘yynour 
uopuoy | -uo9 “pny | | IBA | -[BA | -YWON | -JON -peey | -yynog | -eumog 
| “u0zjog | | | 





‘sususpg 4ayj0 fig pajsoddng fjwwg 40 ijoyy spoez fo abnyuasag 
| ‘ssausog fo fiyyiqusuodsay 


Ili ZIavy 


-—) 
~ 
~~ 









































~ | | | | 

oe él FG | oI | | tr | & 1S Se | | § | $3 IT II MBT 100d Jopun e[q st] 
| | | you suosied Aq poqiod 
| | -dns speoy jo o8equooleg ‘F 

; Lz LI 1 | 83 | 8 | 9% mr | C6 L ol 8st | 6 *  ((9)% + (98) 

a | MB’'T 100g Jepun 9e[ qe] 

4 | | | | | you suossed Aq poqaiod 

q | 4 -dns speey jo ‘ou [eI0], “I 

=| 6 It 6 0G or |) 68th | CO | 9 F ; FI F * MGT 

n | | 100g Jepun eqe 

iS | | | | -I] yOu ouIOs ‘e[qe 

ne | | | | | | “IT oUIOS ‘soATqRTOY (2) 

Ke 8I 9 j 8 | 6 8 i ¥ ; | §& | § ¥ ¢ * ABT 100q sepun 

2 | | | TdT ou SOAT}RTOY (Q) 

61 g € | 9 | $€% ¥ ee ¢ 9 ai Or SOAT}RT 

F| -O1 JO SUOTZBUIQUIOZD 

4 — I — IT . — == a — — Z coe : (s);ueredpuesy) 

=} 1Z 9 ¢ 6 II L ¢ 4 ¢ T I € : (s)quereg 

isa Sit I? SE I? 96 99 68 i439 69 06 66 €P : * (s)104 

- -uBaep 10/puve (s)uog 

LY SG ST 86 SF €I él 8 or 9 8T FI “  OFTM. 

= S0Z sg 8g S8 6LI 06 Ort s¢ 28 €€ OFT OL j|° ABT 100g 1090p 

q ' | “un e[qeiy searqefoy (v) 

* | : q poqsod 

N -dns ole OYA SspRey JOON °% 

4 BES Ik 69 | «&II LOZ 9IT ZI +9 68 &F 8st 6L . poysoddns 

a | hegre ro AyjoyM st 

a | peoy C104 A SOTPUI] JOON “T 
| q) Bo1y 

‘Aeamng | = °*4408 I pleysiep | ‘u0jsulI | ‘[Tes |‘uoydure| ‘yorum ‘But | ‘uoqgdure| ‘yynour 
uopuoy | -uo9 -pny 3 | “IBM “TSM =| -GWON -IONT “peey | -yynog | -eumog 
- consist tend | | 




















‘soaunjay snown, fq pasoddng spnay fo abnjuaiag pup siaquin yy 





3 hyuyrqueuodsay jnu0s.ag 
” AI ®IavVL 
-- ——.. o~ Risa ~ 

















478 THE ECONOMIC JOURNAL [SEPT. 


principally; from the Medical Officers of Health and their health 
visitors. (3) It was assumed that the head of the family paid 
the rent and should keep himself and his dependents. If he were 
unable to maintain them at the poverty datum line, and if, 
further, other groups in the household had an income more than 
sufficient to cover the cost of keeping themselves at that level, 
their surplus was regarded as available to make up his deficiency ; 
they were then wholly or partly “ supporting ” the head and his 
dependents. If the head had sufficient income, or if neither the 
head nor the other earners could meet their needs on this basis, 
no question of responsibility or contribution to support arose. 
The datum line is arbitrary, and no suggestion is made as to 
whether it is drawn at a desirable level. Nevertheless, such a 
calculation does give a precise meaning to the common question 
as to who is “ keeping ”’ the head and his dependents. 

Table III shows the extent to which the various groups of 
earners are involved in responsibility of this kind. Table IV 
distinguishes between cases in which the assisting relatives are 
those with statutory obligations under the Poor Law, and those 
who have only a secondary liability because they happen to be 
members of the household. Some of these relatives are brothers 
and sisters, but there are also nephews, nieces, uncles, aunts, 
great-aunts and grandchildren. The last row of the table shows 
the percentage of cases where the head is wholly or partly sup- 
ported by relatives and others who have no statutory liability, 
or by such relatives in combination with relatives who have. 
This proportion depends on (1) the nature of the household 
unit of the area; e.g., there is a larger proportion of supplement- 
ary earners in Consett than in Norwich. (2) Under the “ Stand- 
still Order ’’ unemployment assistance payments were to be made 
either on the transitional scale or the Board’s scale, whichever 
was highest. Where the former had been high the standstill 
payments are high, and this diminishes the proportion of applicant 
heads who were unable to maintain themselves and their depend- 
ents, and who were therefore thrown on to the support of other 
persons. In Consett, transitional payments had been admin- 
istered by a commissioner appointed by the Minister to replace 
a public assistance committee which refused to limit payments 
in accordance with his wishes. This also affects the percentage 
of cases in which the help of relatives outside the range of poor 
law liability was involved. (3) Where rents are high, as in South- 
ampton, the regulations at this period sometimes allowed a head 
to slip beneath the poverty line. It is upon the width of this 
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area of secondary liability that controversy occurs. There is 
no reason to suppose that public opinion on the ethics of the 
matter is unchanging, a fact which administrative policy must 
take into account, but some quantitative knowledge of the facts 
is a condition of rational judgment on the most appropriate 
definition of the unit of family responsibility. 
P. Forp 
University College, 
Southampton. 














REVIEWS 


Report on the British Coal Industry. (P.E.P.; 16, Queen Anne’s 
Gate, London, 8.W.1. 1936. Pp. 214. 7s. 6d.) 


Tue Industries Group of P.E.P. has once again placed all 
economists in its debt. It is now ten years since the Samuel 
Commission reported, and apart from Dr. Neuman’s book there 
was no convenient summary of the very important recent changes 
and developments in the coal industry. The authors of this 
survey make no claim to originality; “it seeks,’ they say, “‘ to 
put down so far as possible in an orderly and coherent manner the 
main facts about the industry and the consensus of informed 
opinion about the next stages in its development.’ But the 
report starts from certain definite preconceptions and the policy 
that it recommends is one that accords with the general industrial 
outlook of those who have sponsored these inquiries. 

In this report the authors have pressed the idea of planning 
further than in their earlier studies, until it has become almost an 
end in itself, and not a means, sometimes necessary, sometimes 
unnecessary, to the best ultimate order in industry. An unwary 
reader might indeed be forgiven for supposing that they had never 
fully understood the strength of the case for laisser-faire, so readily 
is it assumed that unco-ordinated competitive industry must be 
inferior to any organisation, however top-heavy. Let me quote 
but one example from a discussion of the competition of small 
hawkers of coal. ‘‘ The business of retailing, on the other hand, if 
carried out on a minute scale and without regard to providing 
satisfactory service to the consumer, can be carried on with 
practically no capital at all. All that is necessary is a lorry, which 
can be borrowed or hired, a small number of bags and sufficient 
capital or credit with a factor to buy a single truckload of coal. 
There are, in consequence, a great many so-called coal merchants 
who come into the trade, often seasonally, with a capital of £20 
or £50, and hawk coal, often of indifferent or unsuitable quality, 
around the streets, sometimes giving short weight and selling 
under false descriptions, but nearly always undercutting the 
reputable merchant by reason of their low overhead costs and 
rudimentary conception of service to consumers.” If the com- 
petition of such traders depends upon misrepresentation or short 
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weight, by all means let them be licensed and when necessary 
suspended. But if lower overhead costs enable them honestly to 
undersell the larger firms, then on what ground are we invited to 
repress them ? 

A similar, almost unreasoning, microphobia informs also much 
of their attitude to small-scale production of coal. The serious 
criticisms of the conclusions of the Samuel Commission receive, I 
think, less attention than they deserve. And this attitude to 
small-scale production is allied to a curious lack of appreciation of 
the interest of the consumer. ‘‘ Hard-won economies in produc- 
tion have been dissipated in price-cutting.’”’ We must therefore 
strengthen the selling side of the industry to prevent that “ failure 
to translate working economies into greater profit margins.” 
Never was it more important than to-day to remember that duty 
which Marshall has enjoined upon the economist. ‘‘ The pushing 
and clamorous few in an economic controversy are often a group 
of producers who can put their case well, and who show great 
energy and resources in making themselves heard. Hence has 
arisen the tradition that the economist is generally on the side of 
the consumer as against the producer : he aims at protecting the 
unvocal many who consume the products of a particular trade, 
against the vocal few who speak on behalf of the trade.” Inter- 
ference to raise prices, to create monopolistic central selling 
organisations, to limit inter-district competition, is not “ clearly 
desirable.” It must be justified by much more elaborate argument 
than is provided by the authors of this survey. 

I do myself the more regret the failure to argue this case 
because I believe that in this particular instance such interference 
has more than usual justification. Progressive economies of 
utilisation joined to an inelastic demand and a somewhat inelastic 
supply had, before 1930, resulted in a price for coal which caused 
such losses to mine-owners that the pressure upon wages (in this 
case an exceptionally large proportion of total cost) became 
irresistible. National wage agreements and a strong union might 
conceivably have held up costs and prices (through reduced out- 
put) to a point where wages would not have been below a level 
that one might regard as desirable in a contracting industry. 
But the unions were weakened and the district wage agreements 
were in large measure competitive. In these circumstances wages 
were tending to reach levels that even in short-period conditions of 
contraction might be regarded both as unfair and as unnecessary 
in the interest of added incentive to contract. To relieve the 
situation by diminishing the losses of owners and the consequent 
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pressure upon wages could here, I think, be justified by the 
argument that the gain in welfare to the producers exceeded the 
loss to the consumers. 

The failure to argue properly this case is a consequence, I 
think, of a wider failure to ask what is the predominant problem 
of the coal industry to-day. Is it the problem of the insufficient 
profits of coal-owners? Is it the problem of reducing the price of 
coal? Is it the problem of the wages of miners? Is it the prob- 
lem of the unemployment of miners? Inevitably our solution will 
vary according as one or other of these problems appears to us more 
urgent, and the remedy for one will often aggravate the others. 
In this survey there is to my mind an undue pre-occupation with 
the problems of profitability, and the methods of increasing it by 
selling organisation—undue because all the evidence of the survey 
indicates that the industry requires some pressure of bankruptcy 
and low profits to induce contraction and concentration. 

When the authors are concerned with an analysis of the 
existing situation their views are far less open to dispute, and their 
picture of the environment within which solutions must be sought 
is admirably drawn. In particular they have clearly emphasised 
the importance of recent economies in the use of coal—the 
halving, for instance, of coal consumption per kw.-hour in the 
electric supply industry between 1921 and 1933, great economies 
in steel-making, a 10 per cent. increase of the yield of gas per ton 
of coal between 1925 and 1933. They do not, however, attempt 
to bring together these various figures. My own very tentative 
estimate of this economy would indicate that over industry as a 
whole some 60 tons of coal could achieve in 1933 the results which 
would have required 100 tons in 1913, and that economies are still 
proceeding at a rate which causes a reduction of some 2 per cent. per 
annum in the coal consumed for a given result. The demand for 
coal must depend therefore upon the rate at which our require- 
ments of heat and power expand in the future; with the statement 
of the authors that their examination “ points unmistakably to the 
conclusion that a large increase in the total demand of the home 
market cannot be anticipated in the near future,’’ I find myself in 
entire agreement. No formal attempt is here made to calculate 
the elasticity of demand, and the consequence to output and 
employment of various price policies, but a brief reference indi- 
cates that the authors would regard the demand as being highly 
inelastic. My own attempts to estimate it by various methods 
would suggest an elasticity in the home market of the order of 
0-35, and would thus lend support to their conclusions. 
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To guess the future of foreign demand has in recent years been 
more of an essay in political prophecy than in economics. Where 
the future of such sales lies between the 60 m. tons of 1929 and 
the 40 m. of 1934, who can say? But the inescapable conclusion 
remains, I think, that the scale of the industry requires to be 
adjusted to a future output not far greater than the 235 m. tons 
per annum of current output. And since output is to some extent 
seasonal this will involve a capacity of some 250 m. tons. 

What, then, is the present capacity of the industry? The 
authors of this survey would say that “there is probably an 
immediate potential over-production in the industry of possibly as 
much as 40 m. tons, or nearly 20 per cent. of the total demand in 
1934 and a total excess capacity in the neighbourhood of 80 
m. tons per year.” The author of a recent leader in The 
Times would put it at about 300 m. tons. Mr. W. A. Lee, of the 
Mining Association, on the other hand, puts it no higher than 
between 250 m. and 260 m. tons. There is clearly a sense in 
which Mr. Lee is right. If output restriction persists for a period, 
managers will limit development work, and concentrate production 
in the best seams and districts until their current capacity is 
about equivalent to their prospective powers to secure quota by 
allocation and purchase. But, as the recent correspondence in 
The Times brought out, the more relevant problem is what output 
might be in those same undertakings with a little notice and with 
small expenditure. In that sense potential capacity is still, I feel 
convinced, far in excess of output, and further concentration is 
still desirable. No one can compare the recent trends of output 
per man-shift in this country and in Germany, Poland or Holland 
without grave concern—an increase of output here between 1913 . 
and 1934 of 7 per cent. against 77 per cent., 63 per cent. and 87 
per cent. in those three countries, so that to-day their outputs are 
45-65 per cent. above ours. The authors attribute the great 
progress abroad in large measure to concentration of production 
in the larger and more efficient mines and the greater mechanisa- 
tion that concentration makes profitable. 

The broad conclusion of the survey is that Part I of the Coal 
Mines Act (quota restrictions) is in conflict with Part Il of the 
Act (reorganisation), that Part I has now served any purpose that 
it may originally have possessed, and that the time has come for 
its abolition or amendment. The primary purpose of quota 
restriction is to keep alive capacity that is immediately superfluous 
but ultimately useful. Once it is established that either the future 


usefulness or the present superfluity is non-existent its main 
KK 2 








484 THE ECONOMIC JOURNAL [SEPT. 


purpose disappears. This conclusion is difficult to dispute so 
long as reorganisation behind the palisade of Part I is resisted at 
every step. I should nevertheless hesitate, for the reasons given 
earlier, to sweep the whole system away immediately and restore 
the full pressure upon wages. But the corollary of this middle 
policy is some such strengthening of the Coal Mines Reorganisation 
Commission as has been promised by the present Government. 
To describe such strengthening as an attack on the freedom of 
private enterprise is surely misleading. The coal industry has 
been placed in a position which, apart from agricultural marketing, 
is unique in this country. The Government has not only with- 
drawn in its case all restrictions on contracts in restraint of trade ; 
it has given also the sanction of law to the restraining contracts. 
Such action must place the Government itself in a position of 
exceptional responsibility for the interests of the consumer. But 
this responsibility does not relieve the Reorganisation Commission 
of the duty of proving that further concentration will yield real, 
and not merely hypothetical, economies. 

There remains the recalcitrant problem of the unemployment 
of miners, which to many will seem the foremost problem of 
the industry. Concentration of output, the raising of prices, the 
limitation of competition may do much to improve earnings of 
those who remain in work, but can hardly fail to add to the 
numbers of those permanently surplus to the industry’s require- 
ments. The authors argue, and I feel conclusively, that “ virtually 
the whole of the 200,000 unemployed men and men on the fringe of 
employment who are still attached to the industry can never again 
count on permanent employment.’ They look for some mitiga- 
tion from an even tighter control of entry and from a retirement 
policy for older men. For the rest the problem inevitably merges 
into the wider one of the depressed areas, of transference and the 
attraction of industries, which lies mainly outside the scope of 
this survey. But I do regret that they have made here no attempt 
to see the problem of the coal industry in its widest relation to the 
whole economic system of the country, or to discuss the bigger 
problems of planning that are involved. The politics of inter- 
district competition are only mentioned to deplore them. The 
question of what zones shall be served from what coal-fields, or 
indeed how the decision ought to be made, is not fully discussed, 
nor the adequacy of the present machinery measured. Here is a 
field in which at present we enjoy neither the virtues of whole- 
hearted planning nor the rigours of pure competition. Either the 
one or the other might be expected to give a relatively bigger out- 
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put to the areas that are most depressed and move some part of the 
problem of transference from its most difficult setting in South 
Wales or in Durham to easier settings in areas where alternative 
employment is more readily discoverable. 

The coal industry is one regarding which differences of opinion 
are many; and even experts must hesitate to dogmatise. There 
will be points for almost every reader at which he will find himself 
in fundamental disagreement with the authors of this survey. But 
even at such points he will concede the lucidity with which the 
issue in question has been presented and the profit that he has 
derived from its exposition. Those of us who were inclined to 
dally with planning as a short-cut to Utopia may be a trifle alarmed 
by the threat to develop it into an arterial road to Erewhon, but 
our gratitude for the knowledge yielded by the painstaking 
preliminary survey of the would-be road builders is undiminished. 

AUSTIN ROBINSON 
Sidney Sussex College, : - 
Cambridge. 


Family Expenditure. A Study of its Variation. By R. G. D. 
ALLEN and A. L. BowLey. (London: P. ». King & Son. 
1935. Pp. viii + 145. 9s.) 


THE relationship between the level of income and the structure 
of consumption is obviously important for both economic policy 
and theory. Mr. Allen and Professor Bowley study this relation- 
ship, not by comparing income and consumption changes through 
time, but by comparing, at a given time-period, the consumption 
of families with different incomes. They thus eliminate, to a 
great extent at least, the disturbing influence of temporal changes 
of prices and tastes. 

In Part I of their book, the authors have used published 
average data for various income-groups to establish, as a first 
approximation, empirical linear relationships between the total 
expenditure (e) and the expenditure (f,) on any special item r 
(say, rent), thus: f, = k,e + c,; the market conditions (prices) 
being constant. The difficulty of obtaining reliable figures of 
saving presumably justifies the choice of total expenditure 
rather than income as independent variable. The constants k, 
and c, have a definite economic meaning. 100s. added to the 
annual income cause the expenditure on the item r (say, rent) 
to increase by 100 k, s. The constant c,, on the other hand, 
indicates the “‘ urgency ” of the item 7. If extrapolation down to 
a family with zero-income were permitted, c, would measure its 
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specific expenditure on the item r. Commodities with a small or 
negative c are luxuries. The k,-values, being pure numbers, 
have been subjected by the authors to a most informative 
international comparison. The urgency constants c,, however, 
being money-amounts, are not comparable. The authors try 
to make them comparable by dividing through the average 
family expenditure in each national sample (p. 31): the latter is, 
however, a somewhat unstable reference unit. 

The actual expenditure of an individual family on a commodity 
depends, under given market conditions (prices), not only on the 
income-level, but also on “‘ needs ” and ‘‘ tastes.”’ The “‘ needs,” 
i.e. the family’s ‘‘ composition as regards age, sex and earning 
power,” have been statistically accounted for by the authors in 
different ways, e.g. partial regression; division by the number 
of equivalent adults; or subtraction of a physiological standard 
minimum diet. The “ needs ” being thus disposed of, the residual 
causes determining the structure of consumption of a family— 
apart from incomes and from market conditions—are called 
“tastes.”” A distinction is made between average tastes of a 
homogeneous social class (not to be confused, of course, with an 
income-group) and the individual variations from these averages. 
The class tastes are completely described by the reaction of 
the average specific expenditure to income-changes (and, it 
should be added, to changes in family composition); 7.e., under 
Bowley and Allen’s “ linear law,’’ by the c- and k-coefficients. 
Whenever the line considerably changes its direction (k) as the 
income increases, the authors feel that members of a different 
social group have entered the sample. As, on the other hand, the 
“linear law ”’ is a first approximation only, the authors have to 
emphasise (p. 9) that “a regular change of direction which is to 
be expected in a homogeneous group with a non-linear expenditure 
relation, is quite a different matter from a sudden shifting from 
one straight line to another.” This distinction is, however, not 
an easy matter in practice, and so the reader cannot avoid the 
impression of a petitio principii; especially in places where the 
phrasing is less careful. 

Another, more self-supporting definition might be suggested. 
It does not imply either linearity or normality. If within 
a given income-group sample the expenditures of individual 
families on a given item do not arrange themselves around one 
mode, but tend to indicate the presence of a second mode, we 
shall suspect that the income-group sample included representa- 
tives of two different social classes, e.g. manual and clerical 











1936] ALLEN AND BOWLEY: FAMILY EXPENDITURE 487 


workers. Accordingly, the social class would be defined as a 
group of families whose expenditure on a given item at given 
prices but varying incomes can be adequately described by a 
unimodal correlation surface. This definition can be easily 
generalised to include the response to changing needs as well. 
Also, incomes and specific expenditures may be easily replaced, 
in the definition, by other variables equally descriptive of a person’s 
preference scale. 

In Part II collections of individual returns (supplied by Dr. 
Caradog Jones and by the London School of Economics) are 
studied, instead of mere group-averages. The samples used 
reflect well the familiar fact of “‘ inequality of incomes ”’ which 
the authors find, in fact, to obey R. Gibrat’s hypothesis of effet 
proportionnel : the logarithms of incomes, rather than the incomes 
themselves, are distributed fairly “‘ normally ” within the samples 
used. It is natural, therefore, that the expenditures on any 
specific item, even if corrected for “ needs,”-are not distributed 
in a symmetrical way. If, however, they are corrected for in- 
comes as well, a more symmetrical distribution is obtained : the 
deviations of expenditures made on a given item by individual 
families, from the “ theoretical values ”’ of such expenditures, as 
computed for each income level under the assumption of Bowley— 
Allen’s “ linear law,” are found to be distributed fairly normally. 
It must be noted that these distributions are studied by the 
authors, not separately for each income group, but for the whole 
sample. I do not think the result is meant to prove their “ linear 
law.” If the frequency distribution in the two variates e and f, 
(their “ correlation surface ’’) was proved to be normal, it would 
follow—as shown in the theory of correlation—that linear re- 
gressions give better estimates than non-linear ones. But in our 
case at least one of the variables, viz. e (income), has been shown 
to be distributed in a definitely asymmetrical way. The test 
used by the authors to show normality of distribution of the de- 
viations of the other variable (f,, expenditure on the item r) from 
its values under a linear law cannot be meant as a substitute for 
a linearity test. 

The study of the Variations of Expenditure on a single item is 
followed, in the same Part II, by the analysis of correlated ex- 
penditures on a pair of items. Items with positively correlated 
expenditures—at given prices, needs, and incomes—are here 
called ‘‘complements,” negatively correlated pairs are “sub- 
stitutes.”” The reader should be warned that this terminology 
would be abandoned in the theoretical parts of the book (Part III 
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and Mathematical Appendix), where complementarity and sub- 
stitution—measured by positive and negative elasticities of 
substitution respectively—describe the response of consumption 
to changing price relations rather than to changing tastes. 
Obviously, no statistical analysis of interdependent goods in the 
sense of the theoretical part of the book could be attempted, 
since each collection of family budgets refers to one price situation 
only. Even where individual variations of expenditure are partly 
due to slight differences in price conditions in the different towns 
contained in the sample, the signs and values of empirical corre- 
lations in Part II are at least partly due to changes in the preference 
scales which the theoretical interdependence analysis of Part III 
assumes constant. 

The theoretical analysis of expenditure, in Part III and the 
Mathematical Appendix, does more than expound afresh the 
analysis of interdependence of goods, from which the readers of 
Mr. Allen’s previous work have always drawn benefit. They will 
not only enjoy climbing anew, under his masterful guidance, the 
Paretian “ colline du plaisir”; they will also see what concrete 
shape the theory must assume if certain empirical “laws ”’ are 
accepted. .g., the linear relationship between consumption and 
income implies a demand curve which, far from being linear, has 
the form x = (ap + b)/p(cp + d), where p is price and x quantity 
consumed. More important are certain simplifications which 
the “linear law” makes possible in the presentation of sub- 
stitution laws, and of individual variations of tastes discussed 
earlier. 

It may be asked, however, whether the linear relationship 
between income and consumed quantity not being warranted by 
a normal shape of the frequency distribution of these two variables, 
could not be replaced by some other “law.” If, e.g., the “ effet 
proportionnel ’’ held good for consumption as well as for income, 
a linear law for the logarithms of these variables might deserve 
some attention (the slope of such a straight line would give the 
income-elasticity directly—a pure number easily applicable for 
international and other comparisons). The ultimate decision 
would depend on the results of a usual linearity test applied to 
each of these hypotheses. 

A few corrections may be useful to readers : on p. 65, Gibrat’s 
formula should be corrected into 


m b gio 
y x/ a 
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where z = log x1 On p. 96 (J. 5), the expression ‘‘ Mean v,,v4 ”’ 
should be omitted. On p. 111, J. 1, “ positive’ stands for 
“positive or negative.” On p. 120, footnote, ‘“ coefficients 
b,, b, . . . ” stand probably for variations of these coefficients. 
As the category of independence implies three goods at least, the 
last words in the description of the case “‘ where only two goods 
appear ... and are independent” (p. 114) should probably 


be cancelled. 
J. MARSCHAK 


All Souls College, 
Oxford. 


High-Level Consumption. Its Behavior ; Its Consequences. By 
Witit1am H. Lovexu with the assistance of Martin R. 
GarnsBRuGH. (New York and London: McGraw-Hill Book 
Co. 1935. Pp. 345. 24s.) 


Mr. Loven, unlike Professor Bowley and Mr. R.-G. D. Allen, 
ventures to approach the problem of relation between the income 
and the structure of consumption by using a series of data changing 
in time. He compares changes in National Income of U.S.A. 
with simultaneous changes in the amounts spent on particular 
items. The results are very much in danger of being frustrated 
by changes in prices, tastes and in income-distribution which 
occurred during the period under study. It is true that an attempt 
is made (p. 118) to eliminate the influence of price-changes by 
a method which may or may not be equivalent to a partial 
regression (it is not very clearly explained) ; it is also true that the 
author is aware of the necessary crudity of his results, which he 
therefore rightly prefers to present in form of relative ranks rather 
than numerical values of elasticities. Yet one cannot help feeling 
somewhat uncomfortable. On the other hand, it must be 
recognised that the author’s approach, precisely because it lacks 
isolating devices and because he proceeds in time, is full of valuable 
suggestions as to relevant magnitudes which must be measured 
if a realistic and dynamic picture is aimed at. Along with the 
usual price elasticity of demand, and its income-elasticity (“ dis- 
pensability ’ *), Mr. Lough has a concept of “ variability ” : 
‘“‘ responsiveness of demand to temporal changes distinct from 

1 Cf. Jordan, Statistique Mathématique, p. 220. 

2 Mr. Lough kindly quotes, for this term, my article on ‘“‘ Consumption ”’ in 
the Encyclopedia of the Social Sciences. May I take this opportunity for a recanta- 
tion of what I have said there (and in a German book) on the relationship between 
price-elasticity and income-elasticity ?_ Mr. Lough has, however, not been in any 
way influenced by my errors. 
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changes in price and in spending power,” “a catch-all grouping 
of factors affecting demand not covered under the other two heads ; 
these factors have in common, however, the fact that they operate 
over a span of time, whereas elasticity and dispensability are, 
strictly speaking, non-temporal” (p. 116). It seems that 
“variability ”’ is taken here to describe the time-shape of 
fluctuations of tastes: to describe, in fact, fluctuations of the 
demand-elasticities (with respect to either prices or incomes), 
or of similar coefficients. In addition, surely, the different 
time-lags required by different commodities for a full response 
of consumers to changes of either prices or incomes—tastes being 
constant—should be also considered. Mr. Lough’s “ variability ” 
appears then to be some function of all these characteristics of 
the behaviour of demand for a given commodity in time... . 
Whether the form of such a function and the values of those 
characteristics are stable enough to permit the use of “ vari- 
ability ” as a forecast-device, is yet to be proved. Nor has Mr. 
Lough proceeded to measure this magnitude in the past, except 
in the case of the “ secular variability,” i.e. (pp. 127-131) the 
“‘ divergence between the actual trend line and the postulated 
trend line ’ of the demand for a given commodity; the “ postu- 
lated trend line ” being constructed on the assumption of zero- 
elasticities of demand with respect to both income and relative 
price. A similar separation between “ variability ”’ and the 
elasticities was not possible in the case of the “ short-swing 
variability ’’ defined as the degree of oscillation (coefficient of 
variation) of demand about its own trend line. 

Equally suggestive are the methods used by Mr. Lough to 
compute the national expenditure figures for U.S.A., for nine 
years, during the period 1909-31 for nearly 200 various items. 
Although one may quarrel with his way of “ deflating ”’ the figure 
of savings, and although, in his interesting polemic against the 
methods and results of the similar work of the Brooking’s 
Institution, the last word is still to be said, Mr. Lough’s questions 
will interest many students of the subject. His methods may 
provoke further criticisms. Of his answers, the best established 
is the most important : he finds that increasing National Income 
leads to an increased sensitiveness and variability of the structure 
of consumption. Statements like this can be neglected by 
writers on Trade Cycles only so long as they content themselves 
with the picture of a one-commodity-economy, in which “ total 
output” is confronted with ‘“ purchasing power”’; or with a 
two-commodities-economy in which the vagaries of savings are 
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discussed but the remaining part of the income is still considered 


as a homogeneous block. 
J. MARSCHAK 
All Souls College, 
Oxford. 


Public Works in Prosperity and Depression. By Artuur D. 
GayvER. (New York: National Bureau of Economic Re- 
search; London: Macmillan & Co. 1935. Pp. xx + 460. 
12s. 6d.) 


THERE are few aspects of the United States of 1919-34 on 
which this massive volume does not throw some fresh gleams of 
light. The finances of the federal, state and city governments, 
the relationships between these governments, the course of the 
trade cycle, and the inauguration of the New Deal (in which Dr. 
Gayer himself played a part as research economist of the P.W.A.) 
are among the topics on which information .emerges as a by- 
product to the main theme. The ordinary reader must be grate- 
fully content with what falls to him in this way. He cannot, 
however, fail to admire the skill with which Dr. Gayer presents, 
in the course of these closely-packed pages, supplemented by one 
hundred statistical tables, his detailed and elaborate survey of the 
post-War course of public works in the United States. The mass 
of statistics, much of it original, appears overwhelming, but the 
author picks his way, debonair and undismayed. 

Of particular interest is the light thrown on the difficulties 
experienced by the Federal Government, after the collapse of 
1929, in maintaining the volume of public works against the creep- 
ing paralysis of all local government. In three years public works 
shrank to little more than half their previous volume, although the 
Federal Government had doubled its own share. In the United 
States, at any rate, Dr. Gayer points out, it could not reasonably 
be asserted (though it often was) “‘that a sufficient volume of 
genuinely needed public works cannot be found in depression 
periods to give substantial employment ”’ (p. 383). 

President Roosevelt’s campaign of Government expenditure 
was badly impeded, not for lack of useful schemes, but as a result 
of the difficulty of securing from local governments those financial 
assurances which seemed a reasonable pre-requisite to the 
sanctioning of loans and grants. ‘‘ The Treasury’s budget deficit 
was less than one-half the estimated $7,000,000,000 at the end of 
the fiscal year 1933-34” (p. 272). Of the delays to which the 
Federal Government was subject ‘“‘ the majority were unavoidable, 
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in the sense that they grew out of the superimposition of a new 
method of finance and, to some degree, a new industry, on a rigid 
legal and financial framework ” (p. 121). 

The chapter on ‘‘ Some Basic Problems of Theory ”’ is confined 
to thirty-six pages. Even so, some would prefer to have heard 
more of Dr. Gayer’s views on these matters and less of the views 
of others. It is difficult to criticise conclusions which are usually 
qualified by some such phrase as “it has been argued.” It is, 
however, sufficiently clear that to Dr. Gayer public works are a 
stimulus to trade only to the extent that they provide “ the 
channels through which credit might be pumped into the system ” 
(p. 394). And they cannot be regarded as an appropriate measure 
for dealing with chronic unemployment : “ public works cannot, of 
course, be expected to provide increased employment permanently 
except at the cost of at least an approximately equivalent con- 
traction of private expenditures ”’ (p. 396). The author’s Quantity 
Theory bias leads to the view that the “ multiplier”? and the 
‘income velocity of money ”’ are closely related. Indeed, these 
appear to be the same thing according to a footnote in his 
Monetary Policy and Economic Stabilisation (p. 223). This foot- 
note is reproduced in the book under review (p. 389), but there is 
appended a new paragraph, based on a letter from Mr. D. H. 
Robertson to the author, who does not now desire to suggest 
‘* that the results reached by the income-velocity method and the 
‘multiplier’ method are necessarily the same.’’ The difference 
appears to be bound up with time-lags, and yet only on the pre- 
vious page it is explained that in actual practice “ the time-lags 
involved would not be very serious.’”’ All this calls for further 
elucidation. 

This theoretical chapter, eclectic in character, puts forward 
combinations of ideas which entitle its author to a place outside 
the ruck of the simple-minded expansionists. Though obviously 
a staunch believer in the value of public works as a means of 
meeting cyclical depression, Dr. Gayer is alive to the danger of 
deflationary repercussions. Moreover, he is in favour of permitting 
some readjustment to take place at the first onslaught of a 
depression: “the right time to launch an enlarged program is 
not in the early stages of depression, but only after the strictly 
unavoidable amount of liquidation has been effected ” (p. 398). 
These too are matters which require more extensive argument. It 
is a great pity that Dr. Gayer did not allow himself more space in 
which to elaborate his own theoretical ideas. He would no 
doubt claim that at any rate in this book his main concern is not 
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with theory but with the factual study to which the great bulk of 


the book is so successfully devoted. 
R. F. Kaun 


King’s College, 
Cambridge. 


Seasonal Variations in Employment. ByC.Saunpers. (London: 
Longmans, Green and Co. 1936. Pp. 311. 15s.) 


Statisticians have long been awaiting the publication of 
this excellent work by Mr. Christopher Saunders, of the Joint 
Committee of Cotton Trade Organisations. At the time it was 
being written, Mr. Saunders was a member of the Economics 
Research Institute attached to Manchester University. 

Beginning as a purely statistical description of the extent, 
and the technique of measurement, of seasonal unemployment 
(on the lines of his article in the Economic JourNnaAL of June 
1935), Mr. Saunders’ book develops into a fascinating account 
of industrial organisation in several principal British industries. 
Statistics of seasonal variation in employment are calculated for 
each of the 101 industrial classifications of the Ministry of Labour, 
and a detailed descriptive analysis is made of conditions in all 
sections of the clothing trades, the motor trade, building, agri- 
culture, and the various holiday-resort trades. 

It is impossible to summarise the rich variety of facts and 
deductions which Mr. Saunders brings forward. The longest 
and most detailed analysis is of conditions in the clothing trades, 
the fruit of careful and prolonged personal investigation. The 
tailoring trade (both men’s and women’s) is, as is well known, 
one of the principal sufferers from excessive seasonality of orders. 
John Bull cannot be broken of the habit of purchasing his new 
suit in the last week before Whitsun. That week, for most 
clothing manufacturers, is the most desperate period of the year, 
with other rush periods at Easter and Christmas. This swift 
and curious economic tide has piled up a high sandbank in the 
form of a very high scale of overtime wages—namely, 25 per 
cent. above normal for the first two hours, 50 per cent. for the 
next two hours or Saturday afternoon work, and double pay for 
any work beyond these limits, or on Sundays or holidays. 
Nevertheless, most of the fluctuations are still met in the form of 
overtime working. In Leeds alone, Mr. Saunders found, had any 
progress been made in the adoption of the sensible plan of tem- 
porarily re-engaging, for the busy season, married women ex- 
workers. This was made possible by the employers giving them 
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a specially adapted schedule of working hours, with time at 
midday to go home and cook the children’s dinner. 

The felt-hat trade, centred on Stockport, also has to face 
considerable fluctuations. This is a strong Trade-Union trade, 
and the Union has always insisted that seasonal declines in 
activity shall be met by reducing hours rather than by dismissing 
men. Entry of workers into the trade is restricted, so there is 
no “reserve of labour ’”’; and moreover, it is an old custom of 
the trade that wages are paid collectively to a “ pool”’ for work 
done, and then divided equally among the members. This is 
old-fashioned Trade Unionism with a vengeance; but it has 
succeeded in doing away with seasonal unemployment. In other 
centres of the hat trade, such as Luton, Trade Unionism is weak, 
and there are considerable seasonal fluctuations in employment. 

Mr. Saunders concludes that the big firms can stand the shock 
of seasonal fluctuation better than the small firms, which are 
sometimes ultra-specialised. An important point also is that a 
big firm controlling its own chain of retail outlets can organise 
better to meet seasonal variations, than a firm without such 
control. Seasonality is most marked in the manufacture of 
women’s wear, where fashion changes are rapid, and becoming 
more rapid still: ‘‘In one large department store frocks not 
sold within about three weeks will in most cases be put on one 
side to await the sales and a scaling down of price by 50 per cent. 
The women’s fashion papers and the cinema (with its own highly 
organised press) are the chief agencies for the stimulation of taste ; 
nowadays a new style, originating in Paris, will reach the working 
class streets of Manchester within a very few weeks of its first 
appearance. A manufacturer in London is principally engaged 
in producing exact copies of the dresses worn by the favourite 
movie stars and selling them with attached photographs of Sally 
Kilers, or whoever it may be, dressed in the same costume.” In 
America, Mr. Saunders points out, the very wealthy buy these 
dresses, but in England ‘“ dresses made on this style and priced 
about 30s. sell best.” 

In the motor trade, the seasonal curve has two humps: one 
in March, for the summer deliveries, and one in October, for the 
Motor Show. But Mr. Saunders quotes with approval the re- 
markable organisation of Austin Motors, where 18,000 workers 
are kept in employment practically steadily all the year round, 
by means of transferring labour from assembly work to the making 
of stock parts and back again, and also by arranging export de- 
liveries in the slack season. 
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Mr. Saunders’ book is full of detailed suggestions as to how 
seasonality of employment can be remedied. There is an absence 
of defeatism about this book, a practicality of outlook, and an 
intimacy of knowledge of the trades covered, which make it one 
of the most readable, as well as one of the most valuable statistical 


books for many years. 
CoLin CLARK 


Cambridge. 


Central Banking under the Federal Reserve System. By LAWRENCE 
E.Ciark. (New York: Macmillan. 1935. Pp. viii -+ 437. 
21s.) 

Money and Banking in the United States. By Louis A. RUFENER. 
(London: Pitman. 1935. Pp. xv + 788. 15s.) 


No central bank, I think, can have had the meteoric career 
of the New York Federal Reserve Bank. It is the great merit 
of Mr. Clark’s book that he tells the story clearly of the lead 
taken by that institution on American central-banking develop- 
ment during two decades until Washington by recent legislation 
gathered the reins of power into the untried hands of a recon- 
stituted “ Board of Governors of the Federal Reserve System.” 
For its success as banker-in-chief to the Government in war and 
peace Mr. Clark gives the New York Reserve Bank its due; also 
for its enlightened support of its member banks and, through 
them, of the banks of the interior at critical dates from 1929 to 
1933 when the latter engaged in panic withdrawals of the resources 
which they had poured directly and indirectly into the New 
York securities market. But that flow into the financial circula- 
tion, itself, Mr. Clark is inclined to attribute in considerable 
measure to a too narrowly conceived policy by the New York 
Reserve Bank in its open-market dealings in short-term paper. 
The other factors which led to the continued “ pyramiding of 
reserves ’’ and the failure of a country-wide market to develop 
in respect of commercial paper are fully explained by Mr. Clark, 
but one may reasonably question whether he is justified in 
attaching relatively lesser importance to them as compared 
with that which he appears to attach to the procedure of the 
New York Reserve Bank. 

Mr. Clark maintains, further, that it was the ‘“‘ easy money ” 
policy promoted by the New York Reserve Bank in 1927, in 
the interest particularly of Great Britain, to which may be 
traced the bulk of the speculative excesses of 1928-9 and, de- 
rivatively, the general economic and financial collapse there- 
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after—“ one of the most costly errors of banking policy in any 
country in 75 years”’ (p. 173) is his paraphrase of an opinion 
expressed by Mr. Miller of the Federal Reserve Board in 1931. 
This judgment is the most debatable one in the book. Mr. Clark 
rests his case mainly upon public testimony given by eminent 
persons and others mostly at a time when trying to find a nigger- 
head at which to take a shy had become the chief fun of the 
fair. As against this view there are strong grounds for believing 
(1) that open-market security purchases on System Account 
in 1927 on a scale similar to those in 1924 were a comparatively 
remote influence amongst those prompting the subsequent 
high play on the Stock Exchange, (2) that the continued supply 
of reserve bank credit in 1928-9, which arose through the sub- 
stitution of rediscounts based upon United States bonds for the 
Reserve System’s rapidly liquidated portfolio of investments 
and which found its way largely into Wall Street, was a function 
of the limited technical powers rather than of the will or lack 
of courage of the authorities in Liberty Street, (3) that the economic 
reversal proper had its roots bedded more deeply than in the 
fevered speculation of 1929 the collapse of which only served to 
bring underlying economic disharmonics to light, (4) that the 
extremes of the banking débdcle and general depression were 
the consequence of the common hysteria of the bankers and the 
public in their pursuit of liquidity in 1931, an hysteria against 
which moderate security purchases on System Account (at the 
instance of the New York Reserve Bank?) were of little avail, 
and (5) that the real turning point towards recovery dates from 
the large-scale open-market purchases of 1932 for which the New 
York Reserve Bank—against opposition—was primarily respon- 
sible. In short, the New York Reserve Bank may well have had 
both more percipience and less power than Mr. Clark assigns to it. 

Apart, however, from his rather too easy interpretation of 
the American crisis of 1929, Mr. Clark presents well-balanced 
views, and his book as a whole is beautifully planned to bring 
out the different aspects of the problems of central banking in 
the United States. It is the best available introductory account 
of the Federal Reserve System through the changes of 1933. 
An early second edition, to include the further modifications of 
1935, is certain to be wanted. 


It is more difficult to know whom Professor Rufener’s far 
wider book is likely to profit. Eight hundred pages of very 
elementary monetary principles, applied to American monetary 
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history in great detail, and interspersed with full descriptions 
of the technique of monetary operations, are more than any 
student is apt willingly to read or should reasonably be asked to 
read. With the admirable intent to write a book in which 
theory and practice should be suitably blended, Professor Rufener 
has unfortunately put in too much essentially tedious descriptive 
matter for a successful introduction to the study of money, and 
the excessively simplified plane of his theoretical analysis prevents 
his book from being interesting to a reader already initiated 
into the symbolism MV = PT, and Gresham’s Law. Professor 
Rufener’s analysis, moreover, seems so to have imbued his mind 
with the evils of inflationary tendencies such as have been 
historically associated with compromise monetary standards 
that—living on a country which under the purest of standards 
has lately suffered the extremes of partially masked inflation 
and completely unmasked deflation—he can still conclude that 
“the most dangerous factor in the present- monetary system 
is the factor of inconvertibility of the present paper currency 
into gold ”’ (p. 768). 

The book, nevertheless; contains much excellent matter, 
especially the full explanations and examples of how monetary 
and financial institutions actually work day-by-day. If the 
beginner in these subjects, who is embarking on a banking career, 
wants a single manual to consult on the usages of his chosen 
craft, he ought not to be deterred by its size from putting this 


book on his shelves. 
M. Tappan HoLitonp 


Girton College, 
Cambridge. 


Prices in the Trade Cycle. By G. TintnerR. (Vienna: Julius 
Springer. 1935. Pp. xii + 204. Rm. 23.80.) 

Tuis volume, published by the Austrian Institute for Trade 
Cycle Research in co-operation with the London School of 
Economics, is an experiment in applying a particular statistical 
technique to the problem of isolating cyclical characteristics 
and relationships in the pre-war movements of a wide range 
of individual prices in some six countries. Each price series is 
presumed to be the resultant of influences which may be dis- 
tinguished as “‘ random,” “ seasonal,” “ cyclical,’ and “ secular ” 
in the sense of exerting no pressure towards periodic effects 
within a given interval of time. The Variate Difference method 
is used to secure the approximate elimination of the effects of 
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random influences. Moving-averages are then employed to 
smooth out approximately the effects of seasonal and cyclical 
influences in turn—an average of twelve months being used for 
the former purpose, and for the latter an average of varying 
periods determined by linear interpolation between successive 
turning-points discovered by inspection. The simple difference 
between the series so obtained and the series preceding the 
cyclical smoothing, when adjusted for a damping down of 
amplitude entailed in the previous processes, yields a series 
which is taken approximately to describe the effects of cyclical 
influences proper. To facilitate comparisons this series is ex- 
pressed in the form of percentages to the corresponding “ trend ”’ 
values. 

Tested by results, the foregoing methods yield generalisa- 
tions as to the relative sequence and range of cyclical movement 
of the various price series (compared with a view to their signi- 
ficance along theoretically recognised lines) which, broadly 
speaking, are in conformity with those established in the studies 
of the Harvard Committee on Economic Research and other 
like investigations. Nor is this surprising. For both the present 
and the more familiar technique have in common the fundamental 
postulates (amongst others) that influences other than random 
ones may be classified as seasonal, cyclical and secular, and 
that their total effect may be approximated by means of simple 
functional connexion between the separable effects of the several 
types of influence respectively. As to the devices, moreover, 
by which these separable effects are assessed, there can be little 
practical consequence in the choice between moving-averages 
and link-relatives to deal with the seasonal component, if this 
be small relative to the total movement; or in the choice between 
treating the secular component as residual after ironing out 
seasonal and cyclical effects by moving-averages, and treating 
it as being approximately represented by a mathematical function 
of time (time being merely a convenient symbol for the complex 
of secular forces 1) fitted to the original series, provided that the 
function is a “ good fit.” The present technique is certainly 
a more consistent procedure as a whole, but it has its own pitfalls 
of which anyone who has used moving-averages is aware. Finally, 
to substitute a technical test—as the present method does— 


1 Mr. Tintner appears not to recognise that this is the sense in which the 
variable, time, enters into the Harvard equations of trend. The Harvard 
method of course admits of extrapolation if the same influences may be presumed 
to continue beyond the interval covered by the observations, whereas the method 
used by Mr. Tintner opens up no such possibility. 
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for the presumption that the effects of random influences are 
relatively negligible in magnitude (where they are incapable 
of historical identification and discount) may in some cases be 
a distinct advantage, but it will make little difference to the results 
if the presumption is in fact warranted. It is desirable that 
different methods should be explored which may improve upon 
those of the pioneers in this field. But in the present interesting 
experiment there is nothing revolutionary in principle, nor is 
a large element of approximation at every stage of the analysis 
avoided. Mr. Tintner, however, deserves full credit for a 
scholarly piece of work. 

A rationale of the methods is fully set out in words, as well as 
in condensed symbolic form in the Mathematical Appendix; 
and the substance of the text, tables and indexes is given in 
English translation, in German and in French. The “ expecta- 
tion’ thus implied that economists interested in these problems 
are propaedeutically minded and read no language but their 
own, seems unduly high, and leads to an inconveniently bulky 
volume. But there is a lovely toy contained in two envelopes 
inside the back cover—a series of charts on separate sheets of 
cellophane entrancing to the devotee of graphical comparison. 

M. Tappan HoLLonp 
Girton College, 
Cambridge. 


Cyclical Fluctuations in Commodity Stocks. By Ratren H. 
BuopecETT. (London: O.U.P. 1935. Pp. vi-+ 177. 
lls. 6d.) 


Not only is little known about the behaviour of commodity 
stocks during the course of a trade-cycle, but there is even no 
agreed view as to what meaning may most usefully be attached 
to the term for purposes of analysis. With the distinctions 
between stocks which would be appropriate in a society which 
was not a prey to trade cycles, stocks which would represent 
calculated variation in working capital in anticipation of expected 
cyclical fluctuations in demand, and stocks in excess or defect 
of those dictated by the preceding considerations—surpluses 
and depletions due to forces beyond the range of foresight and 
control—Mr. Blodgett is not directly concerned. Nevertheless, 
his survey of cyclical variations in the total physical volume of 
a number of important raw materials, partially “‘ processed ” 
materials, and finished (but mostly not final) products held by 
American manufacturers in the post-war period, and certain 
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comparisons which he draws between these variations and the 
variations of the physical ‘“‘ inventories ’’ of dealers at wholesale 
and retail, lead him to throw out valuable suggestions (especially 
in his concluding chapter) which have a bearing upon the dis- 
tinction put forward above. Thus his study reveals a departure 
of certain stock series from their customary relations to reference 
cycles of general business in the case of an exceptionally severe 
and prolonged depression, and the factors that he mentions 
which might account for these tendencies are significant for 
purposes of general trade-cycle analysis. This is but one of 
many instances in which the irregularity as well as the regularity 
which he finds in the behaviour of commodity stocks, and the 
possible explanations of these vagaries which he advances, throw 
light upon the character and relative strength both of the different 
classes of forces at work and of their effects. Mr. Blodgett 
himself is well aware that for theoretical purposes his results 
require a complementary study of variations in the money value 
of stocks. Will he not in the near future add to his present useful 
contribution such a comparative survey of fluctuations in the 
amount and cost of capital so impounded ? 
M. Tappan HOLLOND 
Girton College, 
Cambridge. 


Monetary Policy and Crises. A Study of Swedish Experience. 
By Brintey Tuomas. (London: George Routledge and 
Sons. 1936. Pp. xxii + 247. 7s. 6d.) 

The Downfall of the Gold Standard. By Gustav CassEL. 
(Oxford: Clarendon Press. 1936. Pp. viii + 262. 6s.) 


Dr. BrinteEy Tuomas has had the excellent idea of interpret- 
ing to English readers the recent Swedish monetary and budget 
policy. He has been to Sweden, acquired the language, and 
here sets out the results of his investigations. Beginning with 
a survey of the effects of the War upon the Swedish economy, 
he interpolates two chapters, forming a substantial proportion 
of the book, on Swedish monetary theory since Wicksell and 
on the theoretical aspects of an expansionist policy. These 
chapters, which deal largely with the recent work of Lindahl 
and Myrdal, are unfortunately so highly summarised and in- 
complete that they do not give the professional economist enough 
to be adequate for his purposes. On the other hand, to the 
ordinary reader they are likely to prove something of a stumbling- 
block. 
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The last part of the book outlines the actual measures adopted 
in Sweden since 1931, and contains a considerable number of 
short statistical tables from which the chief movements in money, 
the balance of trade, the budget, etc., can be observed. Here 
too the brevity of the accompanying comments is such as to 
convey the impression that the writer has omitted much that is 
essential to a proper understanding of what has taken place in 
Sweden. 

One of the most serious omissions is the failure to relate 
more closely the recovery of Sweden in 1934-35 to the course of 
events in other countries in the sterling bloc. How much im- 
portance is to be attributed, for example, to the building boom 
in England as a stimulus to expansion in Sweden? Again, the 
value of the book would have been greatly enhanced by some 
comparison with the experience of Australia. 

Dr. Thomas seems in this case to have fallen between two 
stools: his book is surely too difficult for thé ordinary layman, 
while it is too popular in treatment for the serious economist. 
As it stands it was worth writing and is worth reading, but it 
cannot be claimed that it does justice to the importance of its 
subject. 


The spate of books castigating the vices of the gold standard 
shows no signs of coming to anend. The latest of such homilies, 
the work of Professor Cassel, is certainly more interesting than 
most, for in it we are shown the sequence of events which has 
converted him from a stalwart advocate of the restoration of 
an international gold standard to his present position as a con- 
vinced opponent. He presents his views with his usual down- 
rightness, and the result is a book which is often provocative 
and stimulating. 

His indictment of the gold standard is certainly compre- 
hensive. Even before the War it was one of the begetters of 
protectionism, and since the War it has been the chief cause of 
all the trouble. He will not hear of the view that England’s 
difficulties between 1925 and 1931 were due to her having returned 
to gold at too high a parity. On the contrary, they were due to 
the rise in the value of gold after 1925. ‘‘ The failure was due to 
inherent faults in the gold standard itself not to a premature 
adoption of it.”” It may be noted that this argument ignores, 
inter alia, the effect of the steady deflationary pressure in England 
upon the level of world gold prices. In general, for Professor 
Cassel, gold is the prime villain of the piece, and the only remedy 
is to banish it altogether from use as a monetary standard. 
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It may be objected, however, that he lays far too much weight 
on the evils of the gold standard as such: its post-war short- 
comings (and they were many) cannot be fairly judged without 
considering the economic conditions and environment within 
which it had to operate. Any international standard, even one 
designed to secure price stabilisation, as favoured by Professor 
Cassel, would probably have broken down in similar circumstances, 
while efforts to maintain it would likewise have had undesirable 
results. 

C. W. GUILLEBAUD 
St. John’s College, 
Cambridge. 


The Theory of Monetary Policy. By B. P. ADARKaR. (London: 
P.S. King. 1935. Pp. xi+ 125. 7s. 6d.) 


PROFESSOR ADARKAR, who holds the chair of Economics at 
Benares, starts off excellently. The first eight chapters of his 
book comprise a critical discussion of the various “ real,” ‘‘ nor- 
mal,” “natural,” “equilibrium,” and other conceptual rates 
of interest to be found in the work of such writers as Wicksell, 
Cassel, Fisher, Hayek, Sraffa and Keynes; and the relations 
between them. The variety and lack of co-ordination among 
these concepts, which form after all the stock-in-trade of modern 
monetary theory, have led more than once to unfortunate re- 
criminations and unnecessary disagreements. Their systematic 
discussion and comparison is therefore a useful task, which the 
author has discharged with some acumen and not a little penetra- 
tion. In the main his judgments are reliable enough, and sub- 
stantial justice is done in the opinion of the present reviewer— 
except to Professor Hayek, whose views may seem to be, but are 
not really, anything like as foolish as Professor Adarkar seems 
to think. For this lack of appreciation the author’s dislike of 
Austrian capital theory seems largely responsible. But, perhaps 
because he has no other capital theory to put in its place, nor 
any clear discussion of the criteria for monetary equilibrium, 
nor of the nature of the disturbing process, when the author 
passes from the purely critical chapters to those which are intended 
to be constructive, he is less satisfactory. The second half of 
the book, concerned with the ends of monetary policy, comes 
as something of a disappointment after the in many ways 
admirable critical discussion of the first few chapters. None 
the less, Professor Adarkar’s book should not be missed by any- 
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body who wishes to keep up with current developments in 


monetary theory. - . 
AROLD BARGER 


University College, 
London. 


Money. By Epwin W. Kemmerer. (New York: MacMillan. 
1936. Pp. 406. 10s. 6d.) 

The Rationale of Central Banking. By VeraC.Smitx. (London : 
P.S. King. 1936. Pp. 185. 9s.) 

Managing the People’s Money. By JoserH E. Goopsar. (Yale 
University Press. 1935. Pp. 578. $4.50.) 

British Banks and the London Money Market. By R. J. TRupriu. 
(London: Jonathan Cape. 1936. Pp. 352. 10s. 6d.) 


PROFESSOR KEMMERER’S new book is based on lectures 
delivered to college classes over a period of some thirty years, 
and is to be followed by a companion volume on banking in theory 
and practice. The present volume follows familiar lines, but is 
superior to most books of its type. The treatment is clear and 
the discussion abundantly illustrated. The historical chapters 
add considerably to the merit of the book, which at the very 
least should prove a useful manual for students. 


Miss Smith undertakes an historical and analytical examina- 
tion of the development of central banking with reference to the 
controversy on central versus free banking. In fact, however, the 
book is mainly concerned with the history of the problem in the 
more important countries of Europe and America. The material 
thus collected is of considerable interest, and on the whole is 
thoroughly explored, though on occasion there is a suggestion 
of weariness, when the discussion tends to resolve itself into a 
catalogue of opinions, and not always opinions of significance. 
The writer herself appears to have leanings towards free banking, 
and is inclined to suggest these before the case has been argued. 
Thus with reference to the question as to how far banking policy 
may promote economic disequilibrium, we are told that while 
such disequilibrium may result from forces which lie outside the 
particular form of banking structure, “it seems not improb- 
able ” and “ it is not unlikely ” that centralised banking systems 
coupled with governmental support in time of need are factors 
which promote instability. The apparent paradox that note- 
issue monopolies should be permitted at a time when monopolies 
in other directions were being resisted presents, no doubt, an 
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interesting problem. Miss Smith claims as the chief reason that 
the power of issue was “‘ an exceedingly welcome weapon in the 
armoury of State finance” (p. 7). This hardly seems a fair 
comment on the Act of 1844. It seems strange also that since 
the advocates of free banking have given so much attention to 
“the Scottish system,’’ Miss Smith should devote only three 
pages to this part of her topic. Whatever respect she may have 
for a free-banking system in theory, however, she does not 
regard it as presenting a practical problem. Present tendencies 
are rather in the opposite direction, governmental control over 
deposits being frequently advocated as a supplement to control 
over the note issue. 


Mr. Goodbar writes vigorously on the problem of safeguarding 
the position of depositors—which he regards as an ingredient of 
the problem of securing economic stability. His analysis en- 
deavours to follow the lines of the “ fundamental equations ”’ of 
Mr. Keynes, coupled with the time-lag analysis of Foster and 
Catchings. The central problem is to equilibrate current savings 
and current investment, and the only source of excess invest- 
ment over saving is outside money, 7.e. new money created 
within the country or entering from abroad. Furthermore, in 
the United States, as distinct from Britain, a large part of bank 
credit is used to facilitate the speculative purchase of existing 
capital goods and securities, and such speculative operations 
check the flow of money through productive industry, thereby 
causing prices to fall and losses to emerge. “Stable prosperity 
in the United States would therefore appear to be unattainable 
unless and until the financing of capital goods and of speculative 
purchases of securities is segregated from our banking system ” 
(p. 120). This provides the clue to the remainder of the book. 
The author is hostile to the practice (prior to 1933) of bank 
affiliates which enable the commercial banks to penetrate into 
non-banking business, and the same attitude is adopted with 
regard to group banking where that is dominated by investment 
bankers. British banks, by way of contrast, have not yielded 
to the lure of attractive interest rates to be secured from the 
speculator and the company promoter, but have confined them- 
selves to strictly banking business. Thus not merely are British 
banks more stable institutions in themselves, but excess invest- 
ment is less likely to occur in Great Britain than in America. 
Managing the people’s money therefore involves not merely 
stability in the volume flow of bank credit, but also directional 
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control. Savings must equal investment; but, equally, expendi- 
ture on consumption must equal the costs of the production of 
consumption goods. The author recognises that directional con- 
trol of credit to this end cannot hope to prevent the transfer 
of resources from one circuit to the other, but instability from 
such transference would not be great. The argument of this 
massive volume is not free from difficulty, but the discussion has 
sufficient challenging power to retain the interest and thought 
of the reader. 


Mr. Truptil’s volume, which is now translated from the French 
original, deals with the organic unity of the London money 
market, and is an excellent addition to the existing literature. 
Its account of the structure and organisation of the market is 
combined with a vivid sense of its topography and its personal 
relationships. Certain parts of the volume cover familiar ground, 
and in these sections the author is not afraid to quote from 
existing sources. His own contributions, which are many, carry 
authority. Much information was placed at his disposal in con- 
fidential form, and he has used this with such effect that he 
adds greatly to our knowledge in respect of such things as the 
resources of the acceptance houses, the loans made to the dis- 
count market, and the financing of bills. His discussion of the 
British banks during the crisis period is perhaps somewhat 
incomplete, and some further examination of the Exchange 
Equalisation Account would not have been out of place. But 
it would be ungrateful to complain of such omissions when so 


much else is provided. 
D. T. Jack 


Armstrong College, 
Newcastle upon Tyne. 


Internationale Kapitalbewegungen. By RAGNAR NuRKSE. (Vienna: 
Julius Springer. 1935. Pp. vii-+ 248. Rm. 7.80.) 

Tue aim of this book is to treat the problem of international 
capital movements within the framework of general economic 
theory. The author finds the orthodox theory deficient in two 
respects. First, it fails to take account of the direct effects of 
international loans upon the volume of purchasing power in the 
different countries, with the associated shifts in demand schedules. 
Second, it does not analyse the nature and consequences of the 
redistribution of the factors of production within the various 
countries, with their possible repercussions on international 
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lending itself, which are part of the mechanism for reattaining an 
equilibrium position. Mr. Nurkse analyses in detail the effect 
of international lending from the point of view of creditor and 
debtor countries on various assumptions with respect to shifts in 
demand and in conditions of production. He shows the diffi- 
culties in making sweeping generalisations about changes in the 
terms of trade, or in verifying empirically any particular theory. 
No effort is made to give detailed empirical data regarding the 
effects of capital movements, but Mr. Nurkse concludes that the 
classical statement that the terms of trade are likely to go against 
the lending country is the most probable result. He only qualifies 
the classical statement by showing: (1) that it is not a necessary 
result, depending as it does on the shifts in demand, and (2) that 
a change in the terms of trade may be the cause of movements 
of capital. 

The author states that he cannot claim exhaustive treatment of 
his problem because of the limited size of the book. Yet it should 
be possible to deal exhaustively with the theory of international 
lending relative to the present state of knowledge in a book of this 
size. The reader is not presented with enough systemative 
argument. Sometimes the exposition makes the analysis look 
unnecessarily pretentious: for example, simple arithmetic, in- 
stead of the unwieldy diagrammatic analysis actually used (pp. 
88, 110), would have sufficed to bring out the importance of the 
underlying assumptions in the generalisation relating to shifts in 
demand. The framework of general theory does not easily 
receive what Mr. Nurkse is putting into it. This is apparent in 
his definition of capital as the “‘ effective demand for producers 
goods ”’ (p. 15), which he adopted because he is not concerned with 
the movements of “ capital goods.” It is not easy to analyse the 
transfer problem with this definition of capital, especially with the 
emphasis on shifts in demand due to the direct transfer of pur- 
chasing power. Mr. Nurske is aware of the difficulty when he 
says that it is impossible to know whether a given movement of 
capital consists of a “ real transfer of the productive factor capital, 
or merely a change of locality in the disposition of the cash balances 
of individuals ” (p. 231). He justifies his neglect of the problem 
by confining his analysis to the movement of capital “ as a factor 
of production.” 

At one point it appears that sense can be made of the argument 
only if slips are assumed, viz. at pp. 181 and 183, where Zinsge- 
falle seems to have been written for Zinssteigerung. The English 
word “‘ pre-ordained ” is reconditely rendered (pp. 176 and 178) by 
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pristabiliert. 'These are minor points in a book written in what I 


infer is not the author’s native language. 
REDVERS OPIE 
Magdalen College, Oxford. 


The Finance of Foreign Trade. By Wi11amM F. Spatpine. 
(London: Sir Isaac Pitman and Sons. 1936. Pp. 267. 
7s. 6d.) 

Foreign Exchange. An Introductory Outline. By H. C. F. 
Houeate. (London: Sir Isaac Pitman and Sons. 1936. 
Pp. 98. 2s. 6d.) 


The Finance of Foreign Trade is the Second Edition of a useful 
manual on a very technical subject. The author describes in 
general how imports and exports are financed, and then devotes 
separate chapters to trade with Central and South America. 
In this edition he has expanded and brought up to date the 
chapters dealing with the Export Credit Scheme. “The book 
is designed perhaps more for the business man than for the 
economist; but is helpful to the latter in that it gives a realistic 
and accurate picture of the methods employed in the finance 
of foreign trade. 


Mr. Holgate’s little book is concerned with the actual day- 
to-day operations of the foreign exchanges. It is intended for 
the general reader, and may be said to fulfil its purpose adequately, 


but not with conspicuous success. 
C. W. GUILLEBAUD 
St. John’s College, 


Cambridge. 


National Economic Security. By Artuur B. Apams. (Uni- 
versity of Oklahoma Press. 1936. Pp. 328. $2.50.) 
Farewell to Poverty. By Maurice PARMELEE. (Chapman and 

Hall. 1935. Pp. 489. 17s. 6d.) 
Depressions and their Solution. By C. M. Garutanp. (The 
Guilford Press. 1935. Pp. 185. $2.50.) 


Att these books deal mainly with recent economic conditions 
in the United States, and all are critical of the Recovery policy. 
The authors differ widely both in their approach and their con- 
clusions, but they agree in finding in maldistribution and over- 
saving a chief cause of the depression. 

Mr. Adams begins with a brief analysis of economic develop- 
ments before 1929, emphasising the increasing inequality of 
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income distribution and the increasing power of monopolies, 
and then gives a clear and interesting account of the various 
attempts that have been made to foster recovery. His general 
criticism is that these patchwork measures have attempted to 
stimulate a return to pre-depression price-levels and prosperity, 
although those conditions were so fundamentally unstable that 
a return to them would inevitably result in a future collapse. 
A permanent recovery (which cannot be expected to be rapid) 
can be achieved only by a co-ordinated reform policy directed to 
removing ‘‘ the fundamentally bad features of our industrial 
system,” and to avoiding a future disequilibrium due to “ shortage 
of consumers’ purchasing power and a surplus of productive 
capacity in industry.” 

Mr. Adams is not prepared to scrap the capitalist system. 
“‘ Capitalism is not dead and should not die,”’ and he argues that 
individual initiative must ultimately be left to stimulate pro- 
ductivity. On this ground such New Deal policies as public 
works programmes, which may restrict private enterprise and 
much check readjustments of prices and production, and attempts 
to stimulate price-levels artificially are condemned. Although 
the author believes in private enterprise, he holds no brief for 
unrestricted laissez-faire, for under modern conditions natural 
economic laws do not operate to maintain an economic balance. 
He would welcome a further extension of federal control—and 
any necessary constitutional amendment to make this possible— 
and advocates particularly extensive regulatory control of big 
business, a reduction of the hours of labour and a correction 
of maldistribution by a rapid development of “ soak-the-rich ” 
taxation. 

All Mr. Adams’ arguments are not convincing. In what 
sense, for instance, is it true that present difficulties are due to 
excessive “investment ’’? And it is not easy to feel convinced 
that the measures he proposes will be effective in correcting 
existing disequilibrium and maintaining future equilibrium. 
But both his criticisms of past measures and his detailed pro- 
posals for future legislation are interesting and suggestive. 


Mr. Parmelee’s book is wider in scope and more revolutionary 
in outlook. He also begins with an account of American con- 
ditions, but his object is to show that under capitalism poverty 
is inevitable and attempts at reform within the system necessarily 
abortive. His main argument is that capitalism is doomed, 
and a large part of his book outlines the new planned social 
commonwealth that he believes will take the place of the existing 
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system and under which poverty will disappear. The book is 
clearly written and contains much useful information; many of 
the criticisms of existing conditions are only too well-founded, 
and the new system outlined by Mr. Parmelee has much to 
recommend it. But it is not easy to believe that social evolution 
will inevitably follow the course that he suggests, or that the 
problems both of the transition and of the new economy will be 
capable of such complete and easy solution. 


Mr. Garland is a consulting engineer who has no hesitation 
in maintaining that he has found in a “ No-Savings system 
where all business is owned by the State” a complete solution 
of depressions. He deals with moral as well as with more con- 
ventionally economic aspects, for ‘‘ so strong is the relationship 
between moral and economic conditions that low moral standards 
presage economic slumps just as low barometric pressures fore- 
tell atmospheric disturbances.” The author has an ynimpeach- 
able gift for invective, but this appears to exceed his power of 
economic analysis. 

There is a misprint (p. 19) which deserves special mention— 
it took the present reviewer some time to realise that a passage 
about the suspension of the “ English banking house of Hatyrs ”’ 
was in fact intended as a reference to the Hatry crash. 

M. E. Ropinson 
Newnham College, 
Cambridge. 


War Finance and its Consequences. By F. Farrer Smita. 
(Faber and Faber. 1936. Pp. 320. 12s. 6d.) 


Mr. Farrer Smit is a whole-hearted critic of our war 
finance. As ‘“‘ war nowadays is practically always a losing enter- 
prise, even to the victors,” the only way to meet the losses is 
by taxation. He devotes several chapters to showing how weak 
and inadequate our wartime policy was, illustrates by quotations 
how far the precepts of politicians differed from their practice, 
re-tells a part of the sordid story of profiteering, and emphasises 
the glaring inequality of treatment of those who sold or lent to 
their country and those who served in the fighting forces. 

There is little here that is not well known. It is generally 
agreed that our borrowing could and should have been reduced 
by earlier, heavier taxation and by more stringent control of 
expenditure. As there were, however, insuperable practical 
difficulties in the immediate development of adequate taxation, 
and as, particularly at the beginning of the War, very heavy 
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over taxation might have precipitated political difficulties, de- 
pressed output and checked the rapid transference from peace 
to war production, it is generally admitted that the Govern- 
ment’s method of financing its deficits by advances from the 
banks and loans from the public was to some extent unavoid- 
able. Mr. Keynes has argued that this method, which the 
Government adopted through force of circumstances, and which 
resulted in a rise in prices at the expense of wages and fixed 
incomes, was the best available solution of our essential problems 
of drastically reducing consumption to release resources for war 
production and of stimulating the full utilisation of all resources. 
Our mistake lay in our subsequent failure to control earnings, 
and to tax inflated profits more heavily during the War and by 
a capital levy in 1919. 

Mr. Fairer Smith, however, condemns all public internal 
borrowing, either from the banks or individuals, as ‘ wrong in 
principle,” and, presumably, unnecessary in practice. He argues 
rightly that what the Government borrowed was, in the main, 
the credit, the creation of which had been initiated and fostered 
by its own policy, and recognises the essential paradox of the 
method: it could not relieve the war generation of its ines- 
capable burden of providing the men and materials for carrying 
on the War, and yet it piled up interest-bearing claims which 
have proved a serious complication to succeeding generations. 

Whether the policy that Mr. Fairer Smith himself proposes 
would have solved the outstanding problems seems, however, 
open to dispute. He is far from being a financial purist. He 
condemns borrowing, but argues that the increased issues of 
notes were entirely beneficial, never carried to excess and not a 
cause of inflation, the true cause of which “ was the raising of 
prices’ (p. 250). How far the initial rise in prices could have 
been maintained and continued without additional issues of legal 
tender is not explained. Issues of notes on which no interest is 
paid are, it is argued, less inflationary than interest-bearing 
advances from the banks. But, if the Government had financed 
its purchases by direct issues of notes rather than by Ways and 
Means advances, the result in both cases would have been much 
the same—an increase in the balances of the Joint Stock Banks 
at the Bank of England forming the basis of a credit expansion 
and rising profits and prices. Even if the Government could 
have financed itself by interest-free advances from the Bank of 
England (as is suggested on p. 38), how could it have kept the 
“ lending of the additional money it created to itself and charged 
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for its use,” and “so controlled it as to keep prices from rising 
and scandalous fortunes from being made’? (p. 32). Until it 
could finance expenditure out of tax revenue the Government 
needed money to spend not to lend, and it was not the Govern- 
ment’s payment of interest on credit creations in war-time which 
alone made these inflationary and provided a happy hunting- 
ground for the profiteer. 

With the general conclusion, that the claims of rentiers aris- 
ing out of the War have been a serious post-war burden compli- 
cating financial policy and distorting distribution, few would 
disagree; nor that these effects were made worse by a monetary 
policy that raised the value of the currency in terms of which 
the claims were contracted. Mr. Fairer Smith is opposed to any 
future return to the Gold Standard. He would have us learn by 
past mistakes and leave ourselves free to develop a financial 
policy aimed at stimulating production and, above all, at cor- 
recting maldistribution. It is in maldistribution—niade worse 
by our war finance—that he sees the root cause of our present 
problems: “So distribution should undo excess and each man 


have enough.” 
M. E. RoBINson 


Newnham College, 
Cambridge. 


La Politica finanziaria e monetaria dell’Inghilterra. By A. M. 
PESENTI. (Padua: Cedam. 1934. Pp. xviii+ 340. 43/1.) 


THE dramatic abandonment of the gold standard in 1931, when 
the country was, in the eyes of foreign observers, on the brink 
of collapse, and the no less dramatic recovery of British industry 
since, have made the country’s financial and monetary policy a 
subject of interest and concern to continental writers. Eighteen 
months ago we had Dr. Truptil’s masterly analysis of British 
financial institutions and the policy of the Bank of England. Pro- 
fessor Pesenti’s book is in a sense complementary, since it covers 
the remaining factors of financial policy—taxation, debt manage- 
ment and expenditure, and government monetary policy. Pro- 
fessor Pesenti has a thorough grasp of British institutions, and 
provides an admirable general survey of the post-war period, 
without overburdening his text with facts. Although much of 
his statistical material is derived from secondary sources, not the 
least valuable part of the book is the very full documentation of 
the relevant literature, both English and foreign. Many of the 
facts are, indeed, very familiar to English readers, so that the 
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descriptive matter is at times tedious, while, on the other hand, a 
full analysis of some aspects of the subject, especially on the 
expenditure side, requires a familiarity with the practices of Eng- 
lish local authorities which must be almost impossible for a 
foreigner to acquire. In compensation, however, it is refreshing 
to have the possibilities of the British situation reviewed by a 
member of a non-democratic country, who is yet an interested 
and on the whole an admiring critic. 

Professor Pesenti treats his material by subjects, in the 
three chronological divisions into which British policy since the 
War naturally falls, devoting, however, his greatest attention 
to the critical period 1925-31. Finally, he appends a discussion 
of the ‘‘ general characteristics and effects of British monetary 
financial and economic policy.”’ This method has the advantage 
of allowing him to discuss at some length topics of theoretical 
interest, such as the taxation of land values. But, on the other 
hand, it tends to obscure the continuity of development (for in- 
stance, since expenditure is examined in the second period, the 
great expansion of new services immediately after the War gets 
less than its due). In his general remarks, however, Professor 
Pesenti is at pains to emphasise continuity—in spite of apparently 
fundamental changes of policy—as the leading characteristic of 
the British situation. In this connection he shows that although 
the Bank of England was from September 1931 to February 
1932, apparently pursuing a policy of more drastic deflation under 
a free standard than it had done under an over-valued gold stand- 
ard, yet it was, in fact, continuing its policy of tempering the wind 
to the shorn flocks of the British producers, by utilising every 
available means to ensure that the circulation did not decrease. 
During these years every item of British policy contributed, as he 
clearly shows, to a discrimination in favour of consumers. 

Still to some extent mystified by the events of 1931, Professor 
Pesenti is inclined to doubt the possibility and safety of a forward 
social policy in a democratic state on the one hand, and be sceptical 
of the present prosperity on the other. It is no doubt salutary 
to be reminded of the deflationary effect on gold-standard countries 
of an easy-money policy pursued by a country of the wealth and 
influence of England. If by our action prices and salaries are 
violently cut and tariffs increased, we cannot be exonerated from 
blame for the present political disorders of economic origin, which, 
in revenge, threaten at the least to absorb in defence expenditure 
the hard-won increase in our national income. 

It is to be regretted that many English readers will be pre- 
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vented by the language bar from taking this excellent opportunity 
of seeing our financial policy, both internal and external, as seen 
by a member of that country whose economists have contributed 
above all to the illumination of the economic aspects of public — 


finance. 
Ursus K. Hicks 


Cambridge. 


Das Doppelbesteuerungsproblem bei den direkten Steuern. By 
ARMIN SPITALER. (Reichenberg-Gebriider Stiepel. 1936. 
Pp. 678.) 


Tuis vast treatise is wholly devoted to a study of the problem 
of double taxation. The author appears to have read almost 
everything, whether legal or economic, that has been written on 
the subject in six or seven languages, and the result is a monument 
to his thoroughness. 

After a preliminary discussion of the history and literature 
of the problem, he spends 193 pages, much of them in small 
print, in analysing the concept of double taxation, which he 
defines (p. 133) as “a conflict of norms (Normenkonkurrenz) 
which occurs when the taxing authorities within the jurisdiction 
of different sovereign tax authorities levy taxes on the same 
object of taxation.”” The third section of the book is concerned 
with a survey of the measures adopted by States against double 
taxation, and the fourth and fifth sections with the avoidance 
of double taxation regarded firstly as an economic and secondly 
as a legal problem. The book is rounded off with a chapter of 
conclusions and an enormous bibliography, but, alas, no index 
an unpardonable omission in a book of this magnitude which has 
not even a respectable table of contents. 

On the very vexed question of the alternative bases of taxation 
according to residence or origin, the author inclines to the latter, 
though he emphasises the many practical and technical difficulties 
in the way of its realisation. He distinguishes three main 
tendencies at the present day: Firstly, the Anglo-American 
view, which stresses the importance of international capital 
investment and claims priority for the principle of taxation 
according to residence—a view eminently in accord with the 
interests of creditor States. Secondly, the Central European 
countries which hold by the principle of origin, naturally favoured 
by debtor countries. Thirdly, the Latin countries which contend 
that double taxation can only be avoided by taking into account 
the character of the tax in question; thus taxes on objects, 
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such as property, corporations, etc., should be levied by origin, 
and taxes on persons, such as income taxes, in accordance with 
the principle of residence. 

Dr. Spitaler’s own views are coloured by the importance he 
attaches to the distinction between the two underlying principles 
of volkswirtschaftliche and staatswirschaftliche Zugehorigkeit. The 
concept expressed in the former term, which may be translated 
as ‘‘economic allegiance,” is generally regarded, in the words of 
the League of Nations Committee of Experts, as “the starting- 
point of the modern theory.” In contrast to this is the concept 
(preferred by the author) expressed in the term staatswirtschaft- 
liche Zugehérigkeit. This latter concept transfers the emphasis 
away from the general economic aspects and relationships of the 
object of taxation to its more specified relationship to the taxing 
authority—the State. He would avoid double taxation by 
allocating the prior claim to that State in which the object or 
person in question can most appropriately be subjected to 
taxation. He points out that in a large proportion of cases the 
two principles would coincide, but where they conflict preference 
should be given to staatswirtschaftliche Zugehérigkeit. 

The book is an important piece of work; it is not only a mine 
of information on the subject, but also contains much that is 
of interest on fundamental problems in the theory of taxation, 
but it is a formidable proposition for the reader. 

C. W. GUILLEBAUD 
St. John’s College, 
Cambridge. 


Principit di economia finanziaria. By A. De Viti pE Marco. 
(Turin: G. Einaudi-Editore. 1934. Pp. xxxii + 425.) 
Veccht e nuovi indirizzi nella scienza delle finanze. By BEN- 
VENUTO GrRizioTTI. (Padua. Cedam. Casa Editrice Dott. 

Antonio Milani. 1935. Pp. 114.) 


PUBLIC FINANCE is a branch of economics which has been the 
subject of intensive study in Italy. Many professional chairs there 
are specialised to public finance, and there is a very large Italian 
literature devoted to it. Professor De Viti de Marco has long been 
regarded as the doyen of Italian writers on the subject, and his 
teaching for the last forty years has done much to mould the views 
of economists both in Italy and outside, though his influence 
in England seems hitherto to have been negligible. This, the 
second edition of his most important book, has already been trans- 
lated into German; it is understood that an English translation 
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also is now in course of preparation, and it is certainly long over- 
due. This book embodies the fruits of Professor De Viti’s life 
work, and the reader has the impression that every sentence has 
been worked over with the same infinite care and patience that 
Marshall devoted to the successive editions of his Principles. 
It has this further similarity, that at a first reading it gives a very 
misleading impression of ease and simplicity. The writing is 
clear and straightforward, while its authoritative character is 
enhanced by the fact that the author only rarely pauses to 
consider possible difficulties or objections to his theories. 

Any fundamental treatment of public finance necessarily in- 
volves some theory of the State. Professor De Viti distinguishes 
two types of State—the authoritarian or autocratic State, and the 
liberal-democratic State based on the will of the majority. Each 
of these is depicted in its extreme or “ideal” form. The authori- 
tarian State is briefly dismissed as existing merely to serve the 
selfish interests of.the dominating class in power, with the result 
that the policy which it will pursue in the field of public finance 
will be to price the services rendered by the State in accordance 
with the monopoly principle of obtaining maximum revenue. 
In contrast to this, there is the conception of the den-ocratic State 
as a co-operative organisation for supplying the services of protec- 
tion, law and order, communications, etc., to the whole body of 
citizens in accordance with their wishes expressed through the 
representatives whom they have elected. The services rendered 
by the State are regarded as essentially productive, and are supplied 
more effectively and at a lower cost than would be possible in the 
absence of the State. The underlying theory here is virtually 
equivalent to a return to Rousseau’s doctrine of the social contract. 
Under these conditions the general principle holds good that the 
State should supply its services at cost price. Professor De Viti 
further seeks to establish the conclusion that every citizen con- 
sumes the services of the State in proportion to the size of his 
income, from which he derives the principle that (apart from 


- certain exemptions or abatements for small incomes) taxation 


should be proportional to income. He discusses the theory of 
progressive taxation at considerable length, and comes to the 
conclusion that it is indefensible on grounds of economic theory. 
Where it exists it can be explained, though not justified, by 
political considerations. 

Chapter XV, in which he develops his theory of net income, 
has become a classic in Italian economic literature, though the 


method employed will seem familiar to anyone acquainted with 
MM2 
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the technique of the British Census of Production. He arrives at 
a definition of income as “the sum total of goods of the first 
degree [consumers goods and services] annually produced and 
consumed,” and relates this to his doctrine of taxation by declar- 
ing that “every unit of income is born loaded with a debt of 
taxation.” In the light of this definition of income, it is remark- 
able that Professor De Viti should maintain that a general income 
tax which taxes saving as well as spending does not involve the 
*‘double”’ taxation of income in his use of the word. It would seem 
inescapable that with income so defined any taxation of saving 
must involve “ double” taxation of income. On the other hand, 
there is no reason to quarrel with his more general arguments in 
favour of an income tax which is levied on income saved as well as 
income spent. 

In his treatment of the incidence of taxation, Professor De Viti 
stresses an aspect of this problem which has been unduly neg- 
lected by English writers on public finance—namely, that the 
ultimate burden of a tax may depend materially upon the way in 
which the money raised by it is spent. Thus a tax on rent may 
be expended in such a way as to increase certain rents or even the 
total of all rent. 

Space does not permit of detailed reference to the many 
interesting problems raised and treated in a masterly and illu- 
minating way during the course of this book, though special 
attention may be drawn to the chapter on the theory of the public 
debt. It must suffice to say Professor De Viti’s Principii di 
economia finanziaria is an oustanding contribution to the theory of 
public finance and deserves the widest recognition. 

The whole of Professor Griziotti’s book is devoted to a 
critical examination of Professor De Viti’s work in the field of 
public finance. Professor Griziotti, representing an entirely 
different method of approach, rejects toto coelo the conception of 
the State as a sort of co-operative association of producers, and 
denies that a tax can be regarded as a price to be equated either to 
cost of production or to an individual’s utility schedule. In his 
view the criteria on which the distribution both of public ex- 
penditure and of taxation must depend are essentially political, 
in that they reflect ultimately the will of the State, which is a 
separate entity pursuing its own ends and distinct from the 
citizens who compose it: at the same time, he also rejects the 
description of the authoritarian State given by Professor De Viti. 
That Professor Griziotti’s standpoint is more calculated to appeal 
to present-day Italy than that of Professor De Viti is obvious, but 
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in justice to the former it should be stated that he has been preach- 
ing his own doctrine for more than twenty years. ‘The disagree- 
ment between the two writers is not merely on fundamentals, but 
also on many points of detail, and though some of Professor 
Griziotti’s criticisms are niggling and at times wide of the mark, 
some of them being out what appear to be weaknesses in parts of 
Professor De Viti’s system of thought; a notable example of 
the latter being the discussion of progressive taxation. But 
Professor Griziotti would be the first to agree that his criticism, 
even where well founded, cannot detract from the originality or the 
achievement of the great economist whom he himself refers to as 


“* i] Maestro.”’ 
C. W. GUILLEBAUD 


St. John’s College, 
Cambridge. 


Economic Thought and its Institutional Backgreund. ~By Harvey 
W. Peck, Ph.D. (London: George Allen & Unwin. 1935. 
Pp. 379. 12s. 6d.) 


THE most sober statement of the demerits of this book— 
and of merits there are none—would give the impression of 
violence on the part of the critic. It contains nothing worthy 
of the name of Economic Thought or Theory; and the Institu- 
tional Background consists of a hodge-podge of jottings from 
historical works and writings more or less related to economics. 
The Bibliography is revealing of the ingredients which went to 
produce this extraordinary mixture, and the Appendix on 
“Questions for Economic Analysis” exhibits the naiveté of 
“the methods of analysis adopted for this study” (p. 22). Of 
the author’s many expressions of intention, an early one may 
be quoted: ‘‘ There will be an attempt to reorient economic 
history upon the law of supply and demand, and the law of the 
proportion of factors” (p. 14). Quotation is, indeed, the most 
effective method of condemnation, and very random selection 
will suffice. The law of proportion of economic factors is im- 
portant because different combinations of them, “such as law 
and order, regulation of industry, and trade and transportation, 
account for the rise and dominance of economic classes ”’ (p. 30). 
The dominant class produces the ‘economic thought ” of the 
period. ‘The rationalisation of the Commercial Revolution 
produced mercantilism, the rationalisation of the Agricultural 
Revolution produced physiocracy, and the rationalisation of the 
Industrial Revolution produced English classical economics ” 








518 THE ECONOMIC JOURNAL [SEPT. 


(p. 48). ‘‘ On the side of distribution classical theory was largely 
a rationalisation or justification of the large individual shares 
of the growing social income that were taken by the men who 
represented the backward and expansible, the limiting, and hence 
the most significant factors in the new economic complex. Mar- 
ginism represented a rationalisation of factors which had been 
neglected in the classical analysis, a rationalisation produced by 
men with special mathematical training. . . . Welfare economics 
arises at a time when the development of production has been 
so great that more than the basic necessities are produced for a 
vastly increased population. Men trained in traditional literary 
culture speculate how production and consumption can be so 
controlled that men in the mass can achieve the maximum of 
well-being according to the standard of ultimate valuations ”’ 
(p. 366). 

Seldom, if ever, has so much wordy nonsense in English been 
included within the covers of one book by an academic economist. 
The mania for producing books must indeed rage madly if this 


may pass for scholarship. 
REDVERS OPIE 


Magdalen College, 
Oxford. 


Friedrich Engels. By Gustav Mayer. (Chapman and Hall. 
1936. Pp. 324. 15s.) 

Ir ability to leave in the mind of the reader a vivid and 
sympathetic picture of his subject is the test of a good biographer, 
Professor Mayer’s book certainly deserves to rank very high. 
The name of Marx is often heard unaccompanied by that of 
Engels: but, alike inside and outside socialist circles, Engels has 
hitherto seldom found mention except in association with his 
more notable companion. Now Professor Mayer (though his 
admiration for Marx is in no way abated) makes us see how 
much the junior partner had to contribute to the famous 
combination. 

Indeed, in many ways the most striking thing in Professor 
Mayer’s biography is the way in which it illustrates the great 
divergence of mental and physical type which separated the 
founders of “ scientific socialism,”’ and reveals what an interesting 
and unusual personality was embodied in Friedrich Engels. Just 
the things that Marx was not, Engels was. Son of a cotton 
manufacturer, and himself actively occupied in business for many 
years of his life, Engels had all the business man’s love of the 
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concrete, and zest for doing. Just as Marx could never have 
written the Condition of the Working Class in England (unless on 
material supplied by Engels), so Engels, though he attached 
much importance to correct theoretical diagnosis, and put him- 
self through quite a severe philosophical training, would never 
have inflicted the dreary abstract wastes of Das Kapital upon 
the world. Perhaps it was a good thing that Engels’ business 
origin saved him from exposure to the dangers of a formal academic 
training in a German University in the days of the Hegelians; and 
that, so far as philosophising was concerned, he was mostly 
satisfied with admiring Marx, while finding other outlets for his 
own peculiar gifts. 

Certainly those gifts were remarkable enough. His astonishing 
facility in foreign languages, his truly international, even cos- 
mopolitan, outlook, and the mass of exact knowledge that lay 
behind this, as well as his avid interest in military science, are 
some evidence of the range of his mental faculties. Nor did 
preoccupation with intellectual activities prevent Engels from 
being a colourful and many-sided human being. He was, for 
example, a keen horseman, a good drinker and enjoyed the 
company of women, while the astonishing generosity and lack of 
amour propre which allowed him to support the whole Marx family 
for many years, and to let Marx sign and be paid for articles 
which he himself had written, are well known. 

It should be added that those who have a fair knowledge of 
the political and economic history of Europe in the nineteenth 
century will be at a considerable advantage in reading Dr. Mayer’s 
book. Those who do not hold these threads clearly in their minds 
may at times find it difficult to form quite a coherent picture of 
the tactics and policies of the socialist movements which were 
the substance of Engels’ life work. All, however, will be inter- 
ested in the remarkable shrewdness of many of Engels’ readings 
of contemporary situations and their probable development; as, 
for instance, his prognosis that nothing but the ‘loss of the 
British industrial monopoly ”’ would shake up the British working- 
man; his conviction that, if Germany ‘“‘ were crushed between 
the French hammer and the Russian anvil, she would lose East 
Prussia and the Polish provinces to Russia, Schleswig to Denmark 
and the whole of the left bank of the Rhine to France”; that 
‘““Germany so mangled ... must wage another war to re- 
establish herself as a nation,” and that “‘ if so, the doom of German 
social democracy was sealed.’’ Nor is he less interesting when 
he is wrong, as when, for example, in 1850 and 1857 he pro- 
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claimed the imminence of the final crisis of capitalism in terms 
almost identical with those of his political descendants in the 


nineteen-thirties ! 
BARBARA WOOTTON 


Public Control of Road Passenger Transport. By D. N. CHESTER. 
(Manchester University Press. 1936. Pp. xi- 226. 8s. 6d.) 


Pus.ic control of industry has formerly been concerned chiefly 
with industries such as the railways, which tend to be monopolised, 
and it has been designed to prevent exploitation of the monopoly 
from being carried too far. Recently, however, other industries, 
by no means monopolised, have been subjected to State regulation. 
The object of this new form of regulation is to prevent “ wasteful ” 
competition, to protect, not the public from the industry, but the 
industry from itself. 

Mr. Chester has provided a very full and well-documented 
study of this new control, as it is applied to the bus and coach 
business. He divides his work into two parts ; under ‘‘ Structure ”’ 
he deals with the services provided, the types of operator and their 
size, and he gives a very good account of the financial inter- 
relationships between bus and coach undertakings, and the 
railway companies. Part II, almost three times as long, discusses 
‘“‘ Statutory Control,’ and the three chapters, ‘‘ Statutory Con- 
trol,’ ‘‘ General Principles,” ‘‘ Fares,” are by far the best things 
in the book. The documentation and quotations from decisions 
of the Commissioners, the Minister, and his representatives, are 
extraordinarily full and elaborate. In other chapters this ex- 
cessive detail seems unnecessary, but here Mr. Chester’s care can 
only be praised. The Minister, he notes on page 112, has always 
refused to lay down general principles, each case being left to the 
Commissioners to be decided on its merits. It is thus only through 
the examination of a large number of individual cases that the 
direction in which this control is taking us can be determined. 
The signs are not encouraging. ‘The Commissioners, charged to 
prevent “‘ wasteful’ competition between operators and un- 
necessary duplication of services with the railway, seem to be in 
some danger of losing sight of the interest of the public in the 
convenience afforded by road-passenger transport. And the 
Minister’s attitude appears to be less liberal than that of either 
the Commissioners or his representative (pp. 119, 200). 

Mr. Chester remarks in conclusion that ‘“ the present scheme 
of road transport control is leading to the establishment of 
numerous small local monopolies ”’ (p. 212), and he expresses his 
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fear for the maintenance of efficiency in these circumstances. 
At the same time, unlike regulation of railways and tramways, 
which fixes a maximum fare, (bus) “‘ fares fixed tend to be stressed 
by the Commissioners as a minimum rather than a maximum ” 
(p. 188: italics mine). This scheme is different from that 
exercised over the railways in another important respect. It is 
remarked, jn the appendix, that there is no information published 
about the financial position of the mass of concerns, and that since 
the Act of 1930 operators have become more secretive about 
their financial status than before. 

Mr. Chester deserves our thanks for the trouble and care he 
has taken in collating this mass of information from so many 
diverse sources. But the fundamental economic question at issue, 
it seems to the reviewer, the author leaves untouched. That ques- 
tion is, whether competition in the road-passenger transport 
industry really is ‘‘ wasteful,’’ and necessarily so. Is it true, as 
the authorities and those responsible for the Act of 1930 maintain, 
that free competition in the bus and coach business could not be 
relied upon, as we rely upon it in (some) other normally com- 
petitive industries, to produce an adequate service at a reasonable 
price ? 

Nevertheless, Mr. Chester has written a very useful book, 
which no economist interested in transport should leave unread. 
His three chapters, too, on Statutory Control mentioned above 
should be useful over a wider field, and there is much in them to 
interest any economist concerned with the general questions of 
‘imperfection ’’ of the market and the relation of the post-war 


state to the control of private business. 
GILBERT WALKER 
University of Birmingham. 


The History of Milk Prices: An analysis of the Factors Affecting 
the Price of Milk and Milk Products. By Ruta L. Conen. 
(The Agricultural Economics Research Institute, Oxford. 
1936. Pp. 205. 5s.) 

Miss CoHEN is to be congratulated on the clear and concise 
ray she has handled a complex and difficult subject. Her book 
should be studied by all those whose professional or political 
interests bring them in contact with the current problems of 

Britain’s milk industry. Since its establishment in 1933 the 

Milk Marketing Board has been subject to criticism from its 

own members as well as from the public. Much of this has lost 

force through being ill-informed, but Miss Cohen here marshals, 
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in well-documented and orderly array, the facts necessary for 
constructive criticism. 

The study is divided into four main sections, which corre- 
spond with the principal changes in the organisation of the 
industry—the pre-war period of individual buying and selling, 
the period of war-time control, the post-war period of partial 
organisation under the Permanent Joint Milk Committee, and 
finally the period since 1933 of practically complete organisation 
under the Agricultural Marketing Acts. During this meta- 
morphosis the influence of many of the factors which affect 
milk prices has been gradually modified. Reductions in costs 
of production, changes in the relative profitableness of alternative 
products, and an increase in the bargaining power of producers, 
have combined to bring about marked alterations on the supply 
side, particularly for liquid milk. On the other hand, the con- 
ditions which determine the volume of imports, and the factors 
affecting prices from the demand side, have remained practically 
unaltered by these developments in the organisation of the home 
industry. 

Under the more or less competitive market conditions ruling 
before the War, and after the War up to 1929, the prices of liquid 
milk and of the various milk products were in general harmony. 
But the substantial fall in prices of milk products after 1929 
was prevented from affecting the liquid milk market by organised 
bargaining. The producers’ power was, however, rather pre- 
carious, and the situation was rapidly becoming critical when the 
Milk Marketing Board was established in 1933. The milk 
marketing scheme stabilised the position by rendering under- 
cutting illegal, and by charging buyers substantially different 
prices for their milk according to the uses to which it was put. 
The segregation of the liquid market was thus completed. Further, 
the Milk Marketing Board organisation has largely eliminated, 
through its system of pool prices, the forces which formerly 
tended to ensure the optimum distribution throughout the country 
of the areas from which the different milk products were drawn. 
Indeed, on the buyers’ side there is now actually a monetary 
incentive to transport whole milk long rather than short distances. 
The present arrangement of prices almost certainly involves a 
greater increase over the pre-scheme prices to the areas most 
distant from the liquid markets than to those adjacent. Retail 
prices in the last quarter of 1934 averaged 63d. per quart, com- 
pared with 63d. in the same quarter of 1932 and 1933. Although 
the index of spending power (based on volume of employment 
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and level of wages) increased 4 per cent. between 1933 and 1934, 
the increase in liquid sales of milk (at full retail price) cannot 
have been much over 1 per cent. That the consumption of whole 
milk has not expanded more rapidly in recent years must be 
attributed to the absolute as well as relative rise in retail milk 
prices. ; 

Miss Cohen concludes that all pool prices are now well above 
the level which would maintain an adequate supply, with the 
present consumption of liquid milk. Although some artificial 
control of prices is probably necessary under the circumstances, 
this should be designed as much in the interests of consumers 
as of producers. It is right that consumers at home should 
benefit from improvements of methods in exporting countries; 
it is not right that the production of milk to be made into factory 
cheese at home should be permanently encouraged by paying 
farmers at least 4d. per gallon more than it can realise in this 


outlet. 
R. McG. CarsLaw 


School of Agriculture, 
Cambridge. 


Valorisationen. Eine Studie tiber ihre Methoden und Wirkungen. 
By K. Lanenaruser. (Hamburg: Hans Christians Druc- 
kerei und Verlag. 1935. Pp. 296.) 


Mvcu has been written in recent years about the numerous 
experiments which have been tried for the control of prices and 
supplies of raw products, but there has been lacking a systematic 
classification and analysis of these very varied devices. It is with 
the view of filling this gap that Dr. Langhaeuser has written this 
book. 

He confines his definition of valorisation to measures designed 
to bring about an actual or potential rise in the world market price 
of an article of international trade. He is thus precluded from 
dealing with measures affecting the price of an article within a 
country. His method of approach is severely practical, for his 
aim is to throw light on the problem whether valorisation as he 
defines it (he does not discuss the question of price stabilisation) 
is to be deemed a good or a bad thing. On the assumption that 
consumers in general will anyhow normally be opposed to valorisa- 
tion (the possibility that consumers might be benefited is admitted, 
but not further discussed), he concentrates his attention on what 
he regards as the real issue—whether the producers on whose 
behalf valorisation measures are adopted do, in fact, benefit or 
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lose. His procedure is to classify the different possible types of 
control into a logical system, and then to analyse the nature and 
effects of each type, finally showing, often in considerable detail, 
how its application has worked out when applied in practice. The 
whole body of valorisation measures employed down to the end 
of 1932 is thus brought under review, and the author’s classifica- 
tion is so thorough as to cover a number of types of which he can 
find no concrete examples. 

The conclusions arrived at by Dr. Langhaeuser on the basis 
of his investigations are highly adverse to the claims of the advo- 
cates of valorisation. On theoretical grounds the conditions 
which must be fulfilled in order for a valorisation scheme to 
succeed are so numerous and so rigid that it is not likely, a priori, 
that they will be found in practice. Moreover, the history of the 
schemes which have actually been put into force shows that they 
have all broken down ultimately with more or less disastrous 
consequences even to the producers themselves. ‘The author has 
clearly striven hard to be impartial and objective, but the present 
reviewer certainly had the impression in places that the scales were 
being weighted against the valorisers. However, governments 
or groups of producers, who are contemplating the introduction of 
valorisation measures, may well be recommended to study Dr. 
Langhaeuser’s book as an object-lesson in what not to do; 
while economists also will find much that is instructive in its 
pages, more particularly in the system of classification he has 


adopted. 
C. W. GUILLEBAUD 


St. John’s College, 
Cambridge. 


Regional Shifts in the Bituminous Coal Industry. By WiILBERT 
G. Fritz and THropore A. VernstraA. (University of 
Pittsburgh : Bureau of Business Research. 1935. Pp.-xvii 
+197. $2.00.) 

THIS is an awkward book to give an account of, since it is 
about quite a number of things. It contains, for instance, a dis- 
cussion of the “ soft coal chaos ” in the United States; a separate 
analysis of the desperate position of the Pennsylvanian coalfield ; 
and a whole section filled with not altogether consistent remedies. 
Mixed up with these is the detailed study that gives the volume 
its name. It is based upon a very thorough examination of 
returns made—mainly to the Bureau of Mines—by the Railways 
and by the mine-operators themselves. 
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The analysis of this material yields several points of con- 
siderable interest even to English readers. A good deal of light 
is thrown, for example, on the nature of interdistrict competition. 
Broadly speaking, the output of the Pennsylvanian coalfield has 
been falling during the last twenty years as compared with the 
total national output, while the output of the Southern Appa- 
lachian fields has increased. Partly this is due to the greater age 
of the Pennsylvanian pits, but it is also to be put down to com- 
petition between rival methods of transport and to inappropriate 
discrimination in railway freights as well. Thus, Pennsylvania 
has been losing the New York and New Jersey markets (which it 
reaches by an all-rail route) to sea-borne coal coming from the 
southern fields. It also seems clear that the Pennsylvanian mines 
have to face competition that is only rendered possible by a dis- 
crimination in railway rates that wipes out the advantages of 
situation which those mines possess. Exactly why this dis- 
crimination is practised is not explained, but it is obvious that, as 
a result, coal is not being worked at the most suitable places, and 
therefore that the resources available to the community are not 


being used in the most advantageous way. 
K. PENGELLY 


Emmanuel College, 
Cambridge. 


Engineering Economics. By T.H.Burnuam. (London: Pitman 
& Sons. 1935. 2 Vols. Pp. xii-+ 273 and x 4-312. 
8s. 6d. each.) 

THE purpose of this book, and many others of the same kind, is 
to be found on the flap of the dust-cover. ‘ This well-known 
text-book . . . is written for all who wish to specialise on the 
administrative side of engineering practice, and fully covers 
this section of the examination syllabuses of the Institution of 
Mechanical Engineers and the Institute of Electrical Engineers.” — 
In the preface to the Third Edition we are told that the syllabus 
can be divided into two parts: “1. A survey of the economic 
influences and factors which encircle and control production. . 

2. Works organisation and the mechanisms of management.” 

The first part of the syllabus is dealt with in Mr. Burnham’s 

Book I, under the title of Elements of Industrial Organisation 

and Management. To pursue ‘the economic influences and 

factors which encircle and control production” might well 
prove a fascinating study. One pictures chapters branching out 
round the central trunk of productive activities—a logical sequence 
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from the more immediate influences of the markets, where the 
products are sold and the factors of production bought, to the 
deeper economic factors underlying demand and supply schedules. 
Perusal of the book itself shatters this picture. Instead of a 
logical sequence we are given disconnected chapters, with dis- 
connected sections, attempting to cover, irrespective of relevance 
to production problems, the following ground: I (23 pages) all 
the elements of economics; II (26 pages) industrial history ; 
III (41 pages) money, banking and the foreign exchanges; 
IV (14 pages) resources of Great Britain and the Empire; 
VI Statistics and charts, in which are incorporated twelve pages 
on the theory of the trade cycle; VII (7 pages) elements of 
commercial law .. . and so on. There are, of course, chapters 
with titles nearer to the heart of industrial organisation, but here 
also disappointment must overtake anyone seeking the real 
mechanism of industrial control or marketing. Chapter V, on 
business organisation, which should hold the key position of the 
whole book, is, with the exception of two pages, a mere recital of 
legal forms and processes, and the same is true of the biblio- 
graphy that ends that chapter. Indeed the bibliographies, 
generally, are deplorably undiscriminating. 

A serious situation in the educational world is revealed in 
this book—which is no more slipshod and higgledy-piggledy than 
others of its kind. Examinations requiring a knowledge of the 
whole of economics are set by professional institutes to candidates 
working full business hours and with evenings only to spare. 
Naturally, with all this ground to cover, there is no time to think, 
no time to get the whole perspective and sequence of causes and 
effects. All that can be done is to learn up a few unexplained 
sentences, such as (p. 7) that ‘‘ demand may be considered to be 
the quantitative expression of wants,” or that ‘‘ consumption is 
the exercise of utility,” and to hope that verbal memory and 
luck will see one through. If this is Economics as understood by 
the great army of fatigued spare-time students, better that they 
should not be given economics at all, and should at least realise 
that they do not understand it. 

Book II, entitled Works Organisation and Management, 
deals with the internal management, controls, and policy of the 
factory, and is written on a scale large enough to make the process 
intelligible. Particularly interesting and somewhat unusual are 
chapters on design administration and quality control, and on 
sales organisation and tendering. More familiar to economists 
will be the discussion of plant location and sites (including town 
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versus country), and also methods of wage payment. As usual, 
however, though plenty of formule and curves are given for the 
various methods of payment, little is said of actual experiences 
after their adoption. The important results chronicled in Report 
No. 69 of the Industrial Health Research Board are, for instance, 
entirely ignored. The best chapter in either volume is that on 
economics of production. This comprises sections on (1) pro- 
duction planning (including formule for calculating the optimum 
size of a batch of products to be processed simultaneously), on 
(2) the economic selection of materials, and on (3) workshop 
equipment, including a formula for deciding whether to substitute 
machines for men. More of this sort of economics and less of 
the rehashed orthodox text-book sort would make it clearer to 
engineers that economics is not just a pointless school subject, 
but has a vital part to play in their professional success. 
P. SARGANT FLORENCE 
University of Birmingham. ; i 


Labor Relations Boards. The Regulation of Collective Bargaining 
under the National Industrial Recovery Act. By Lewis L. 
Lorwin and ArtHur Wusnic. (Washington, D.C.: The 
Brookings Institution. 1935. Pp. xiv + 477. $3.00.) 


Many provisions of the National Industrial Recovery Act are 
now of only historical interest, but its famous Section 7(a) on 
collective bargaining has been renewed, with important modi- 
fications, by the Wagner Labor Relations Act, 1935. This book 
gives a valuable description of the background necessary for an 
understanding of present legislation and practice, and covers 
one of the most interesting periods (1933-35) in the history of 
industrial relations in the United States. 

The basic issue reviewed is the struggle of the trade-union 
movement for recognition against the open hostility of leading 
employers. Although Section 7(a) improved the legal position 
of the trade unions, a study of the debate in Congress gives no 
indication that Congress contemplated a thoroughgoing organisa- 
tion of all labour into trade unions. There is no evidence of 
intention to outlaw company unions, to rule out individual bar- 
gaining, or to require employers to recognise trade unions. Sec- 
tion 7(a) was drafted in vague terms, and raised basic problems 
of industrial relations without solving them. The issues included 
trade unions versus company unions, open versus closed shop, 
trade union recognition, and limitations upon the freedom of 
employers to engage or dismiss workpeople. The application of 
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Section 7(a) involved continuous conflict, and the story told in 
this volume is one of struggle over interpretation. 

The authors describe the work of the National Labor Board 
and its successor, the National Labor Relations Board, established 
in 1934, together with boards for particular industries and regions. 
These mechanisms were set up to interpret Section 7(a) and to 
deal with disputes arising from its application. On the question 
of membership of labour boards the authors are of the opinion that 
for the purposes of mediation and conciliation a ‘ partisan ”’ 
Board consisting of representatives of employers and workpeople 
with an impartial chairman is useful, but that a “ non-partisan ” 
or impartial Board is more suitable for the quasi-judicial work of 
interpretation. 

The issues dealt with by the various Boards are examined in 
detail, and numerous cases of disputes are quoted to illustrate 
their work. All the Boards encountered the determined opposition 
of industrialists, led by the steel and automobile manufacturers, 
to bargaining collectively with trade unions, and although 
the Boards were successful in finding solutions for many disputes, 
they suffered from inadequate powers of enforcement and were 
not always effectively supported by the Administration. They 
seem to have had greater success when working informally than 
when using the method of formal hearings and decisions. With 
the lapse of time employers increasingly challenged the authority 
of the Boards and refused to observe their rulings, which in the last 
resort had only the force of recommendations. A particularly 
interesting account is given of the work of the Automobile Labor 
Board, which was more successful than other Boards in securing 
observance of its decisions; this was partly due to the weakness 
of the American Federation of Labor in the industry, and also 
because the Board attempted to cut the Gordian knot of company 
versus trade unions by ignoring it and setting up representative 
works councils instead. 

From a long-range point of view the most useful work accom- 
plished by the Boards was in laying the foundations of a “ com- 
mon law ” of labour relations, thus providing the necessary basis 
for future developments. Among the leading doctrines evolved 
by the Boards were: an employer may not impose upon his 
workers any scheme of collective bargaining against their will; 
workers shall be free to choose between representation by trade 
unions or by company unions : controversies about representation 
should be settled by elections or other means under public control ; 
a labour organisation commanding a majority of the voters among 





OP CRIORRERSRRRRETOS ERY: PeMenL Aosta entene 











RST oN 





1936} MARQUAND : SOUTH WALES NEEDS A PLAN 529 


the workers of a collective bargaining unit (plant, department, 
etc.) shall be entitled to certification as the workers’ representative ; 
employers shall be required to negotiate in good faith with the 
representatives chosen by the workers, and both sides shall exert 
every reasonable effort to make and maintain collective agree- 
ments ; employers shall not discriminate against any worker for 
union membership or activities. The authors consider these 
doctrines to be a proper interpretation of the intentions of Con- 
gress, and are of the opinion that the Boards succeeded in clarify- 
ing the ideas underlying the processes of collective bargaining and 
in bringing the basic issues into sharp focus. 

The study illustrates the difficulty, in the absence of reasonable 
willingness by both sides to co-operate, of securing the appli- 
cation of nation-wide systems of collective bargaining by legis- 
lative authority. Nevertheless, the experience gained during 
the years 1933 to 1935 led to a further attempt to deal with this 
problem. The Labor Relations Act, 1935, -satisfies in large 
measure the authors’ demands that legislation dealing with 
collective bargaining should be precise and unequivocal, and 
should make provision for the adequate enforcement of the find- 
ings of Labor Boards. It is yet too early to form conclusions 
about the effectiveness of the new legislation, which also falls 
outside the scope of this review. The authors maintain the high 
standard usual in publications of the Brookings Institution. 

J. Henry RIcHARDSON 
The University of Leeds. 


South Wales Needs a Plan. By H. A. Marquanp, assisted by 
Gwynne Meara. (London: George Allen and Unwin. 
1936. Pp. 256. 7s. 6d.) 


Wir increasing general prosperity, the distinction in un- 
employment rates between depressed areas and the rest of the 
country is becoming ever more apparent. The local unemploy- 
ment index for February 1936 shows 6-6 per cent. for Middlesex 
and 6-5 per cent. for Warwickshire, but 31-5 per cent. for Durham 
and 38-4 per cent. for Glamorgan. If we accept 5 per cent. as 
unavoidable misfits and reserve labour, special area unemploy- 
ment may, until the next depression, be the only unemployment 
that needs a systematic plan. Professor Marquand’s book is 
therefore particularly timely. And the author goes two better 
than his title. He not only demonstrates the need of South 
Wales for a plan, but also sketches alternative plans, blue and pink, 
according to the complexion of the Government instituting them. 
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These plans are refreshingly specific in their purpose—namely, 
to dispose of a surplus of 60,000 men who would otherwise be 
unemployed. Professor Marquand wrote before the election of 
November 1935, and hedealswith each plan quietly and objectively, 
building them up from pre-election deeds and pronouncements 
or the writings of prominent party members. Eight conditions 
are laid down to which both plans must conform: that there can 
be no expansion in the basic industries sufficient to absorb all the 
unemployment, and that the ‘region must settle down to the 
acceptance of reduced output and employment in these industries ; 
that specialisation in a few industries should not be repeated ; 
that measures should be included to encourage cultural institutions 
and social amenities ; that general conditions under which business 
operates shall be such as to make for efficiency, and that there 
shall be a preliminary survey of the region and its resources ; 
that obstacles be removed impeding transfer of young persons to 
other regions or introduction of industries new to South Wales ; and 
finally that the plan be one for the whole natural industrial region. 

Conforming as they must to these conditions, both plans 
include much the same policies. But they differ in the weight 
(i.e. the number of the otherwise unemployed absorbed) assigned 
to each policy. Both leave a surplus (Pinks 13,000; Blues 
16,000) which cannot be absorbed in any form of wage-earning 
employment; but for genuine employment the Pinks lay greater 
stress on State afforestation, the Blues on new industries and 
transfer. Both these plans are certainly practical and capable of 
execution in the next five years. Yet with the election results 
known, one may wonder whether a third plan will not eventually 
emerge—an indigo, if not a black, plan. Will 5000 men really be 
absorbed in afforestation, and 20,000 in new industries, as budgeted 
in blue? Professor Marquand’s proposals, if not themselves 
achieved, will at least enable us to assess the actual achievement, 
a la Russe, at a definite percentage of plan. For all those who 
like specific proposals set out clearly and reasonably, in readable 
style and realistic mood, this book can be thoroughly recom- 


mended. 
P. SARGANT FLORENCE 


University of Birmingham. 
Some Aspects of Economic Planning. N. S. Suspspa Rao. 


(Bangalore City: Bangalore Press. 1935. Pp.271. 4s. 6d.) 


** PLANNING,” like “rationalisation,” has acquired in recent 
years so many meanings and references, that it retains for the 
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reader no unique significance. Sometimes it is used to denote 
intervention to reinforce or accelerate the workings of the ordinary 
capitalist system, sometimes intervention of a Pigouvian character 
to modify and ameliorate the workings of that system, sometimes 
again to denote an economic system of non-capitalistic character 
in which the “ plan ” takes the place of the price system, some- 
times a mongrel system in’which “ planning ”’ is superimposed 
upon a price system and the determinant of action is partly 
effective demand and partly conscious policy. Many who have 
written either specifically about planning, or in detail regarding 
the planning of particular industries, have failed to make clear 
to their readers (or indeed, one suspects, to themselves) in which 
of many senses they have used the term, and several scarcely 
veiled attempts to secure monopoly with the assistance of a 
complacent Government have lately masqueraded under the 
pseudonym of “ planning.” 

Mr. Subba Rao has seen clearly these difficulties. A good 
Marshallian of the orthodox sect, he conceives the future economic 
system as capitalist in the main, but with limitations upon the 
austerities of laisser-faire, justified on the three grounds of 
stability, efficiency and equity. It is through monetary policy 
that some measure of planning almost inevitably creeps into 
the most severely laisser-faire economy. Unless we limit currency 
to a precious metal, or to some unchangeable multiple of it, 
our money will become a matter of policy; whether it be one of 
stable exchange rates, or stable prices, or indeed of pure in- 
advertence, does not matter. Money has ceased to be an auto- 
matic affair, and has entered the sphere of planning. And so 
Mr. Subba Rao starts from the criteria which should determine 
the monetary plan, and the organisation necessary to make it 
effective. In this part his book has to some extent dated. For 
its nucleus is six lectures delivered by him as Sir William Meyer 
Lecturer in Madras University during March 1933. And even 
since 1933 thought on problems of investment control and of the 
criteria of action has moved on, so that to-day he would himself, 
doubtless, state his case somewhat differently. But even if the 
arguments might be changed, the conclusions in the main would 
stand. 

When he turns to efficiency, it is the location of industry in 
its national and its international aspects that call mainly for 
planning. In the former case, the social interest, as represented 
by re-employing the unemployed within their existing areas, 
may conflict with the private interest to find newer and more 
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attractive centres. In the latter case, the wholesale waste of 
capital through preparation for anticipated foreign demands 
subsequently cut off by economic nationalism, cries out for a 
policy of consistent action. The author recognises, as too few 
‘planners ” do, that politics and the limitations imposed by the 
beliefs and ideas of the man in the street cannot be conveniently 
forgotten. His hopes of international sanity must have sounded 
less Utopian to his hearers in 1933 than they will seem to his 
readers in 1936. 

In the lecture on planning and equity, having traversed the 
familiar grounds of Marshall and Pigou, he proceeds to the problem 
of the relation of money-wages to costs and productive efficiency, 
and the importance of promoting a sufficient advance in con- 
sumption to provide at once an outlet and a stimulus to expanding 
industrial capacities. It is, however, his last lecture, on “ Plan- 
ning and Indian Economic Development,” that many readers 
will find the most interesting. He rightly emphasises the very 
much greater part that Government has always played in economic 
life in India than in Western Europe, and the importance to future 
economic development of that background of institutions that we 
too easily take here for granted—an efficient banking system, 
efficient transport and communications, adequate education of 
workers, a sufficiency of technical experts, facilities for exchange 
of information. While Indian thought has in general inclined 
to the development of a balanced economy, with industry taking 
an important place, British ideas have tended rather towards 
agricultural development and the inclusion of India in an empire 
autarky in which she would play an important part as producer 
of raw materials. Mr. Subba Rao is not here himself dogmatic. 
He would lend all possible support to agricultural improvement, 
but would at the same time give industry the help that at this 
stage it requires. He does not believe that India can develop 
from her own resources. For him at least planning is not an 
excuse for attempting to close an incomplete economic system. 

Austin RosBinson 
Sidney Sussex College, 
Cambridge. 


Land Settlement. A Report prepared for the Carnegie United 
Kingdom Trustees. A. W. Menzies-Kircuin, M.A., B.Sc. 
(Edinburgh: T. and A. Constable, Ltd. 1935.) 


For some reason the idea of a peasant agriculture appeals 
very strongly to the land reformer, and for the past fifty years 
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the re-settlement of the land in small-holdings has provided 
almost the only non-controversial item in political programmes. 
The idea has sprung, probably, from the observation of peasant 
communities abroad, and the false analogies drawn when con- 
trasting them with our own agrarian system. 

Certainly the small farmers of France, Flanders, Holland, 
Germany and Denmark, to mention a few countries where peasant 
farming predominates, are industrious, thrifty and apparently 
contented. But an examination of their condition shows also 
that their industry is toil by contrast with the life of organised 
labour in England; that their thrift would better be described 
as penury; that their contentment arises from lack of alternative 
opportunity. In Britain the wage-worker in agriculture has 
secured for himself a standard of life exceeding that of any 
peasant community in Europe, and this is due entirely to the 
competition for labour arising from the overwhelming predomin- 
ance of industrial employment in this country. The English 
peasant, to the extent that he ever existed, has found more 
remunerative use for his labour in manufacture, construction and 
transport to a degree which no other country could offer. Farming, 
consequently, has been driven into an organisation somewhat 
akin to that of urban industry, under which the use of capital 
and of management, applied to production with wage labour paid 
at a standard set by industrial competition, enables it to offset 
the lower labour incomes of the peasant producers. Unless this 
country is prepared to accept a standard of living for the proposed 
small-holders definitely lower than that which they now enjoy 
as wage workers, there can be no scope for any land settlement 
schemes on a large scale. 

Recently, however, the question has come into fresh promi- 
nence as a means of contributing to the problem of the reduction 
of industrial unemployment, and the Carnegie United Kingdom 
Trustees commissioned Mr. Menzies-Kitchin to study it from 
this point of view. In his report, he embodies the results of his 
investigation, and broadly speaking they support the generalisa- 
tion made above. “‘ Under existing economic conditions,” he 
says, “settlement on the land offers little hope of creating new 
employment; it is likely to lead to displacement elsewhere, 
and/or a general reduction in the standard of living of those 


already engaged in agriculture.” In fact, the only hope that 


he finds in the possibilities of land settlement lies in the provision 
of subsistence holdings of half an acre to one acre in extent, 
to supply “poultry, vegetables and eggs for the family as a 
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supplement to unemployment relief.” The beneficial physical 
and psychological effects of such holdings are emphasised, and 
he suggests that they offer considerable opportunity for extension. 

It is interesting to note that the Carnegie Trustees do not 
agree with all Mr. Menzies-Kitchin’s conclusions, and that they 
have decided to make land settlement one of their chief activities 
for the period 1936-40, and to set aside an allocation of £150,000 
to support it. 

C. S. ORwIN 
Agricultural Economics Research Institute, 
Oxford. 


Magna Britannia. By J. Coatman. (London: Jonathan Cape. 
1936. Pp. 384. 10s. 6d.) 


In his Magna Britannia Professor Coatman makes an attempt 
to interpret the British Empire to itself and to the world. What 
is the philosophical basis which underlies its present form? What 
moral and political justification has the Empire? What should 
be the direction of its policy? What does it mean in and to the 
world of to-day? These questions he analyses and expands, 
suggesting the lines along which an answer may be found. 

His method is not historical, to explain our imperial growth 
by its stages, but practical and political, to present the problem 
of the Empire as a whole in its relation to the modern world. 
The sea rovers who opened the ocean routes, the pilgrims who 
founded colonies, the merchants who seized power to secure profit, 
the statesmen who inspired the growing imperial body with 
British political genius, the nation which, sometimes reluctantly, 
sometimes proudly, accepted these results, by their combined 
activities brought slowly into being the strangest and greatest 
state in history. Loose and elastic in structure, it has adapted 
itself to the circumstances of successive ages. To-day, argues 
Professor Coatman, its existence and influence are more important 
and more necessary than ever. Amid the economic materialism, 
the political realism and the intensified competition of the post- 
war world, it represents “‘ a movement towards the ideal organisa- 
tion of international relations.” “The great new discovery of 
the British Empire is that it is possible to have a political system 
resting on nothing but a free willingness to associate.” Here is 
the model of a World State—a family of nations, holding together 
because of their likeness of spirit, and maintaining the idea of 
trusteeship for the less powerful races brought within their orbit. 
But it is necessary, he argues, to give a physical character to the 
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moral conception, to make a rational organisation of its economic 
life and to develop a general will to co-operate in economic matters 
corresponding to the general will which supports its political 
unity. Professor Coatman examines the economic problems of 
the Empire at considerable length—trade, investment and 
migration; he gives less attention to the problems of intellectual 
co-operation, though he points to them as “ the really fundamental 
ones.” He writes interestingly of India and of the dependent 
empire, and his book would have gained in force if the economic 
chapters had not overweighed his treatment of the large problems 
of India and Africa. But he has brought out his main contention 
that the British Empire offers the world to-day an example of 
free government, of the spirit of trusteeship and of a bond of peace 
between diverse states and races. Having established these 
things by its exertions, can it preserve them by its material and 
spiritual power, and can it spread them _by its example ? 
Professor Coatman’s stimulating book will help to give shape 
and direction to questions which to-day engage the attention of 
the world no less than of the peoples of the Empire. 
EK. A. BENIANS 
St. John’s College, 
Cambridge. 


Frontier Folkways. By James G. Leysurn. (Yale University 
Press ; London: Humphrey Milford. 1935. Pp. 292. 13s. 6d. 
net.) 


THE cult of the frontier—defined as a region, a process, “ or 


’ even a state of mind ’’—is fashionable; the Gothic halls of Yale 


seem to inspire a sentiment for the times when the pioneers of 
America were “‘ forced, for the sake of survival, to make adjust- 
ments to suit a raw environment.” Perhaps also the obvious 
failure of Americans to make adjustments in the central adminis- 
trative machine, to strengthen the Constitution for its work 
in a developed society, turns them to sociological study of its 
“frontier” origins. British students, on the other hand, sure of 
their own institutions, and assuming the persistence of the superior 
culture, commonly devote themselves rather to the shattering 
effect of civilisation in “ detribalising ’’ backward peoples. For us 
it is a useful corrective to have attention focussed on the “ de- 
civilising ’ influence of frontier life on the white settlers them- 
selves. The examples usefully brought together here are New 
England and the American West, Australia and New Zealand, 
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French Canada, Portuguese in Brazil, Spanish in South America, 
the Transvaal Boers, and the Dutch in Java. 

Culture being “‘ nothing more than the sum of any society’s 
adaptations,” Mr. Leyburn, like some of our own pundits, is 
apt to exaggerate the degree of ‘‘ adjustment” attained by 
primitive people. With the weight of civilised experience and of 
European capital behind them—and with ‘‘ Natives ” to make use 
of—European frontiersmen have usually conquered in the end, 
but not before they have had to lower their standards to the level 
which the “‘ aborigines ” have had neither knowledge, power nor 
initiative to transcend. With the same “ raw environment ”’ to 
conquer, and the same scarcity of hands to do it, our pioneers, like 
Africans, have resorted to slavery and forced labour; they have 
practised early marriage (the woman’s labour value being high), 
even Mormon polygamy, and tended to a patriarchal organisation 
of the family. Land being plentiful and labour scarce, American 
pioneers were forced, however, in spite of aristocratic traditions, 
into a “ grudging association.”” ‘This “ prevailed ’”—as American 
democracy. 

The book, though interesting and suggestive, ignores the 
aborigines and the significance of their experience. Its facts even 
about civilised frontiersmen are open to criticism. Authorities 
cited include some obscure and unreliable, those omitted some of 
the first rank. In the Boer chapter, for one, there are at least six 
palpable inaccuracies, more or less important. With much verbal 
emphasis on the influence of economic needs there is little about 
frontier transport. ‘‘ Huge”’ families are stressed, but not the 
death-rate—which is still heavy among ‘‘ frontier’? women and 
children, and appalling among “ aborigines.’”’ Administration 
gets scarcely a word. It was one thing for a distant autocrat to 
make laws, quite another to enforce them. The effect on mores of 
habitual and systematic law-breaking (not least in America itself !) 
would be quite as well worth study as religious fancies and marriage 
customs. These are diverting: but Boer couples did not “sit up 
all night ’’—only so long as their allowance of candle lasted ! 

The difficulty of making sociology, as Mr. Leyburn would have 
it, a complete science is the demand it makes on any sponsor for 
competent equipment as at least historian, economist, and 
political philosopher. But this study of ‘‘ white” frontiers 
certainly suggests a neglected side of our own colonial researches, 
and anthropologists and others might usefully take note. 

W. M. MacmILian 
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Economic Survey of the Colonial Empire (1933). 1935 edition. 
Issued by the Colonial Office. (H.M. Stationery Office. 
Pp. 573. 25s.) 

Tus is a revised edition of the first edition, which was pub- 
lished in 1934. The statistics go down to 1933 inclusive, and 
in some tables to 1934. It is proposed that the next edition 
shall contain the statistics for 1934 and 1935, and appear before 
the end of 1936. 

The volume falls into two parts: statistics by countries and 
memoranda on special commodities. It is the latter which 
makes the volume more than a work of reference. The nearest 
publication in form and value is the Customs Tariffs of the United 
Kingdom, 1800 to 1897, published at the modest price of 7s. 6d. ; 
for this too contains matter of momentary significance—namely, 
particular tariff rates, and commodity studies from the fiscal 
point of view, with which economic historians have worked for 
many years. One difficulty arises with the commodity studies 
in the present volume. They are comprehensive where most 
of the production occurs in the colonial empire, as in rubber and 
sugar, but necessarily lop-sided in tea, where the colonial empire 
is not the major producer. At the risk of straying into the 
preserves of the India Office, it is highly desirable that Indian 
figures and Indian control experience should be summarised and 
compared with that of Ceylon. Similarly there is little meaning 
in a memorandum on rice which does not take off from Burma. 
If there were a rice-control scheme, Burma figures would have 
to be given to explain the working of control, and these would 
be taken from the reports of an international committee. But 
it ought to be possible inside the British Empire to give in pub- 
lications such as this an imperial view. It is merely an accident 
of history which may cause Malaya to be included in, and Burma, 
when independent to be excluded from, an economic survey of 
the Colonial Empire. May one hope that ultimately the price 
will not be so high as 25s.? For the volume is very serviceable. 

C. R. Fay 
Cambridge. 


The Fall of the German Republic. By R. T. CuarK. (London : 
Allen and Unwin. 1935. Pp. 494. 145s.) 


Mr. CLARK has avowedly set out to write a political history of 
Germany under the Weimar régime—the sub-title of his book is 
‘““A political Study ’—and equally clearly he writes from the 
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standpoint of a convinced liberal. It is natural, therefore, that 
the economic forces behind the political process should receive 
comparatively little attention except where, as in the Landbund’s 
resistance to Bruening and Schleicher, or in Papen’s use of the 
banker Schroeder to “ persuade” Hitler, they impinge directly on it. 
Yet it is a serious weakness in Mr. Clark’s account that the econ- 
omic misery which spread far and wide in Germany between 1929 
and 1933 receives so little attention, since it is this which most 
directly caused the startling growth of the Nazi Party and the 
situation which resulted in the “ revolution ” of 1933. 

It is, perhaps, in part Mr. Clark’s “ liberal”? admiration for 
Stresemann which is responsible for this defect. Stresemann 
is the hero of the book, and his death the disaster which leads, 
through the incompetence of his successors, to the fall of the 
Republic. ‘In what he felt instinctively was an hour of great 
decision all that was best in Germany, all that was Germany was of 
its own accord rallying to him, and—the God of Luther be praised ! 
—against Germany what could banded anarchy, what could the 
Hugenbergs and the Hitlers do? ” (p. 261). The implication that, 
had he lived, Stresemann could have created a Great Coalition 
which would have made parliamentary government a genuine 
working reality in Germany cannot be rebutted—since he died. 
But the thesis fails to take into account the fact that Stresemann 
could not have avoided the reproach which fell with heavy weight 
on all the republican leaders after 1929—that the acceptance of 
the Young Plan was a profound mistake, since the possibility of 
maintaining the Reparations payments for which it provided was 
at once disproved by the economic crisis. However little causal 
connection there might be between the Young Plan and the crisis, 
the majority of the German people, or at least of the middle class, 
were in no mood for reason in the years that followed 1929. And 
it may be suggested that more than Stresemann’s eloquence would 
have been necessary to persuade them that he was not the author 
of their ruin. 

Yet under the grave difficulties which always confront the 
writer of recent history, Mr. Clark has given us a clear and valuable 
account of the political events of the only German experiment in 
democratic government. His analysis of the way in which the 
multi-party system worked, or failed to work, and of the in- 
adequate conceptions of parliamentary responsibility held by the 
Party leaders goes far to explain the development of that Presi- 
dential super-parliamentary government which paved the way 
for the fully-developed application of the “ Fuehrer-prinzip ” in 
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Hitler’s dictatorship. There is in English no better political 
account of the breakdown of the Weimar system than Mr. Clark 
has given us, and if by his own deliberate self-limitation he 
fails to take into sufficient account the complex economic forces 
at work, he supplies a valuable and necessary complement to 
other works in which the economic factor is the leading motive. 

, E. J. PASSANT 

Sidney Sussex College, 
Cambridge. 








NOTES AND MEMORANDA 


FLUCTUATIONS IN NET INVESTMENT IN THE UNITED STATES 


In my General Theory of Employment, Interest and Money, 
Chap. VIIT, pp. 98-104, I made a brief attempt to illustrate the 
wide range of fluctuations in net investment, basmg myself 
on certain calculations by Mr. Colin Clark for Great Britain and 
by Mr. Kuznets for the United States.! 

In the case of Mr. Kuznets’ figures I pointed out (p. 103) that 
his allowances for depreciation, etc., included ‘‘ no deduction at 
all in respect of houses and other durable commodities in the 
hands of individuals.” But the table which immediately followed 
this did not make it sufficiently clear to the reader that the first 
line relating to ‘‘ gross capital formation ”’ comprised much wider 
categories of capital goods than the second line relating to 
“ entrepreneurs’ depreciation, etc.”’; and I was myself misled on 
the next page, where I expressed doubts as to the sufficiency of 
the latter item in relation to the former (forgetting that the latter 
related only to a part of the former). The result was that the 
table as printed considerably under-stated the force of the 
phenomenon which I was concerned to describe, since a complete 
calculation in respect of depreciation, etc., covering all the items 
in the first line of the table, would lead to much larger figures than 
those given in the second line. Some correspondence with Mr. 
Kuznets now enables me to explain these important figures more 
fully and clearly, and in the light of later information. 

Mr. Kuznets divides his aggregate of gross capital formation 
(as he calls it) for the United States into a number of categories 
as follows :— 


(1) Consumers’ Durable Commodities 


These comprise motor-cars, furniture and house equipment 
and other more or less durable articles, apart from houses, pur- 
chased and owned by those who consume them. Whether or not 
these items should be included in investment depends (so far as 


1 Published in Bulletin 52, Nov. 15th, 1934, of the National Bureau of 
Economic Research (New York). 
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the definition is concerned) on whether the expenditure on them 
when it is initially made is included in current saving or in current 
expenditure; and it depends (so far as the practical application 
is concerned) on whether in subsequent years the owners feel 
under a motive to make provision for current depreciation out 
of their incomes even when they are not replacing or renewing 
them. Doubtless it is not possible to draw a hard-and-fast line. 
But it is probable that few individuals feel it necessary in such 
cases to make a financial provision for depreciation apart from 
actual repairs and renewals. This, in combination with the 
difficulty of obtaining proper statistics and of drawing a clear line, 
makes it preferable, I think, to exclude such equipment from 
investment and to include it in consumption-expenditure in the 
year in which it is incurred. This is in accordance with the defini- 
tion of consumption given in my General Theory, p. 54.1 

I shall, therefore, exclude this category from the final cal- 
culation;? though I hope to deal with the problem more 
thoroughly at a later time. Nevertheless it may be interesting 
to quote Mr. Kuznets’ estimates, which are of substantial magni- 
tude :— 


(Millions of dollars.) 





] 
| 1925. | 1926. | 1927. | 1928. | 1929. | 1930. | 1981. | 1932. | 1933. 


| 
7,892 | 5,885 | 4,022 | 3,737 





Consumers’ Dur- | | 
able Commodities | 8,664 | 9,316 | 8,887 9,175 | 10,058 
| 














The above figure for 1929 includes 3,400 million dollars for 
motor-cars, whilst the depreciation in respect of the same item for 
that year is estimated at 2,500 million dollars. 


(2) Residential Construction 


This is an important and highly fluctuating item which 
should undoubtedly be included in investment, and not in con- 
sumption expenditure, since houses are usually regarded as 
purchased out of savings and not out of income, and are often 
owned by others than the occupiers. In the Bulletin from 
which these figures are taken Mr. Kuznets gives no estimate 
for the annual rate of depreciation, etc. More recently, however, 


1 See also op. cit., pp. 61, 62, where I should have made it clearer that the 
purchase of a house is most conveniently regarded as an act of entrepreneurship. 

2 It was (inconsistently) included in the figures for gross capital formation 
given in my General Theory, p. 103. 
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his colleague, Mr. Solomon Fabricant, has published such esti- 


mates,! which I have used in the following table :— 
(Millions of dollars.) 





| 1925. | 1926. | 1927. | 1928, | 1929. | 1930. | 1931. | 1932. | 1933. 





Residential Con- 
struction . | 3,050 | 2,965 


2,856 | 3,095 | 2,127 1,222 900 311 276 
Depreciation! . | 1,554 | 1,676 


1,754 | 1,842 | 1,911 | 1,901 | 1,698 1,460 1,567 
Net Investment. | 1,496 | 1,289 | 1,102 | 1,253 216 | —679 | —798 | —1,149 | —1,291 
































1 These figures are calculated in terms of current (reproduction) costs. Mr. Fabricant has 
also provided estimates in terms of original cost, which for the years prior to 1932 are considerably 


lower. 
(3) Business Fixed Capital 

Mr. Kuznets here distinguishes expenditure on new producers’ 
durable goods and business construction from the net change in 
“‘ business inventories,” 7.e. in working and liquid capital; and 
we shall, therefore, deal with the latter under a separate heading. 

The amount of the deduction to obtain net investment in 
respect of parts, repairs and servicing, and repairs and maintenance 
of business construction as distinct from depreciation and de- 
pletion, which is not made good, depends, of course, on whether 
the former have been included in gross investment. Mr. Kuznets 
gives a partial estimate for the former but the figures given 
below exclude these items both from gross and from net invest- 
ment. But whilst the result of deducting both the repairs item 
and the depreciation item probably corresponds fairly closely 
to my net investment, the two deductions taken separately do not 
closely correspond to my deductions for user cost and supplement- 
ary cost; so that it is not possible to calculate from Mr. Kuznets’ 
data a figure corresponding to my (gross) investment. 

The following table gives in the first line “the formation 
of gross capital destined for business use, exclusive of parts, 
repairs and servicing, and repairs and maintenance of business 
construction, and excluding changes in business inventories ”’ ; 
and in the second line the estimated “ depreciation and depletion ” 


on the same items :— 
(Millions of dollars.) 





| | 

| 1925. | 1926. | 1927. | 1928. | 1929. | 1930. | 1931. | 1932. | 1933. 
| | 
| 





Gross _ business | 
capital forma- 
tion (as above) | 9,070 

Depreciation and 
depletion’? . | 5,685 | 





9,815 | 
6,269 


9,555 | 10,019 | 11,396 | 9,336 | 5,933 | 3,205 | 2,894 
6,312 | 6,447] 7,039| 6,712 | 6,154 | 5,092] 4,971 
3,546 | 3,243 | 3,572 | 4,357 | 2,624 | —221 | -1,887 | -2,077 








Net Investment. | 3,385 














1 These figures are not taken from Mr. Kuznets’ memoranda, but from Mr. Fabricant’s later 
and revised estimates. As before they are in terms of current (replacement) cost. In terms of 
original cost they are appreciably lower prior to 1931 and higher subsequently. 








1 « Measures of Capital Consumption (1919-33), National Bureau of 
Economic Research Bulletin 60. 
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(4) Business Inventories 


For the financial gains or losses arising out of this item there 
appear to be fairly adequate statistics in the United States, though 
not in this country. Mr. Kuznets’ figures are as follows :— 


(Millions of dollars.) 





| 1925. | 1926. | 1927. | 1928. | 1929. | 1930. | 1931. | 1932. | 1933. 





Net gain or loss in | | | | | | 
business inven- | | } 
tories ~ X 916 2,664 | —176 511 | 1,800 100 | —500 | — 2,250 | —2,250 











This table covers not only manufacturers’ stocks but also 
stocks of farmers, mines, traders, government agencies, etc. 
From 1929 onwards the figures given in Mr. Kuznets’ memo- 
randum of 1934 proved to require correction. Those given above 
are provisional and approximate estimates, pending the publica- 
tion of revised figures by the National Bureau. 


(5) Public Construction and Borrowing 


The relevant figure in this context is not so much the gross 
(or net) expenditure on construction, as the amount of expenditure 
met out of a net increase in borrowing. ‘That is to say in the case 
of public authorities and the like, their net investment may be 
best regarded as being measured by the net increase in their 
borrowing. In so far as their expenditures are met by compulsory 
transfer from the current income of the public, they have no 
correlative in private saving; whilst public saving, if we were 
to find a satisfactory definition for this concept, would be subject 
to quite different psychological influences from private saving. 
I have touched on the problem in my General Theory, p. 128, 
footnote. I propose, therefore, to insert in place of the figures 
of public construction the “‘ loan expenditure ”’ of public bodies. 

Mr. Kuznets has very kindly supplied me with figures for 
the net changes in the amount of public debt (Federal, State and 
local) outstanding in the United States, which, except for minor 
changes in the Government’s cash balances, represent the amount 
of public expenditure not covered by taxes and other revenues.! 
This is given below in parallel with his estimates of the amount 
of construction by public authorities. The interesting result 
emerges that up to 1928 there was a net reduction in the public 
debt in spite of a large expenditure on public construction, and that 
even up to 1931 some part of public construction was met out of 


1 The details of Mr. Kuznets’ compilation are given in an appendix below. 
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revenue. ‘The excess of borrowing over construction in 1932 and 
1933 represents, of course, various measures of public relief. 


(Millions of dollars.) 





l l l 
1928. | 1929. | 1930. | 1931. ° 1932. | 1933. 


| 1925. | 1926. | 





1927. | 
Public con- | | | | | 
struction! . | 2,717 | 2,612 | 3,045 | 3,023 | 2,776 3,300 2,906 2,097 | 1,659 
Net change in | | | 
outstanding | | | | 
public debt? | —43 | —280 | ~ 244 | —10 | 


| 


eens | Pens | +2,822 | +2,565 | +2,796 





1 See Mr. Kuznets’ Bulletin, Table II, line 22, brought up to date on the basis of more recent 


ata. 
? See col. 9 of the table given in the appendix below. 


(6) Foreign Investment 


Finally, we have the net change in claims against foreign 
countries, estimated by Mr. Kuznets as follows :— 
(Millions of dollars.) 





l | l | 
1925. | 1926. 1927. | 1928. | 1929. | 1930. | 1931. | 1932. | 1933. 











428 | 44 | 606 | 957 | 312 | 371 | 326 | 40 | 293 


| | | | | 





(7) Aggregate Net Investment 


We are now in a position to combine the above items into a 
single aggregate. This total is not quite comprehensive, since it 
excludes construction by semi-public agencies, and a small 
amount unallocable construction. But Mr. Kuznets is of the 
opinion that both omissions are quite minor in character and 
could not much affect the movements of net investment in the 
table which now follows. 

(Millions of dollars.) 





| | 
| 1925. | 1926. | 1927. | 1928. | 1929. | 1930. | 1931. | 1932. | 1933. 











Residential con- | 
construction . | 1,496 | 1,289 | 1,102 | 1,253 216 | —679 
Business _ fixed 
capital . . | 8,885 | 3,546 | 3,243 | 3,572 | 4,357 | 2,624 
Business inven- | 
tories . 916 | 2,664 | —176 511 | 1,800 | 100 
Net loan expen- | | 
ditures by ate 


—793 | —1,149 | —1,291 
—221 | —1,887 | 
| 


public authori- 
ties . > —43 | —280 | —244 —10 
Foreign invest- 
ment. ° 428 44 606 957 312 


| 
2,822 | 
326 | 40 | 


271 


371 














293 








Aggregate net in- | 
vestment - | 6,182 | 7,263 | 4,531 | 6,283 | 7,126 r 4,128 | 1,629 








— 2,681 | — 2,529 





It is evident that this table is of first-class importance for the 
interpretation of business fluctuations in the United States. 
In matters of detail the following points stand out :— 


(a) The arrears of residential construction at the end of 1933 
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must have been enormous. For there had been no net investment 
in this field since 1925. This does not mean, of course, that the 
actual state of housing was so bad as this. Some gross investment 
in housing continued throughout, and the gradual deterioration 
in the state of accommodation, through obsolescence and decay 
not made good, does not impair forthwith to an equal extent the 
actual accommodation available for the time being. 

(b) The part played by fluctuations in business inventories is 
very marked, especially in accentuating the depression at the 
bottom of the slump. The increase in inventories in 1929 was 
probably for the most part designed to meet demand which did 
not fully materialise; whilst the small further increase in 1930 
represented accumulations of unsold stocks. In 1932 and 1933, 
manufacturers met current demand to an extraordinary extent 
out of stocks, so that effective demand fell largely behind actual 
consumption. But this, fortunately, is a state of affairs which 
could not continue indefinitely. A further depletion of stocks 
on this scale could not possibly take place, since the stocks were 
no longer there. A level of business inventories so low as that 
which existed in the United States at the end of 1933 was an 
almost certain herald of some measure of recovery. In general 
an aggregate of net investment which is based on an increase in 
business inventories beyond normal is clearly precarious; and it 
is easy to see in retrospect that a large growth of inventories in 
1929, coupled with a decline in residential construction, was 
ominous. The figures for 1934, 1935, and 1936 will be most 
interesting when we have them. One would expect that the 
recovery of the two former years has been based on a return of 
inventories to normal and on public loan expenditure, but that 
by 1936 durable investment was beginning to supplant inventories 
in making up the total. It is on the continued steadiness of the 
first two items of the above table at figures not less than those 
of 1925 to 1928 that the maintenance of prosperity must depend ; 
and it is for this reason that a low long-term rate of interest is so 
vitally important. 

(c) The manner in which the changes in public loan expenditure 
came in to moderate the fluctuations, which would have occurred 
otherwise, is very apparent. The manner in which from 1931 
Federal borrowing took the place of State and local borrowing, 
as shown in the appendix below, is striking. From June 30, 
1924, to June 30, 1930, Federal loans outstanding fell from 21 
to 15 billions, whilst in the same period State and local loans rose 
from 10 to 16 billions, the total remaining unchanged; whereas 

No. 183.—VvOL. XLVI. oo 











546 THE ECONOMIC JOURNAL [SEPT. 


from June 30, 1930, to June 30, 1935, Federal loans rose from 
15 to 26 billions and the others from 16 only to 17 billions. The 
appendix, which gives the figures of public borrowing up to June 
30, 1935, shows—contrary, perhaps, to the general impression— 
that public borrowing was at its height in 1931, and that in 
1934-35 it was but little more than in 1929-30. 

(d) When comparable figures of income are available, we 
shall be able to make some computations as to the value of the 
Multiplier in the conditions of the United States, though there 
are many statistical difficulties still to overcome. If, however, 
as a very crude, preliminary test we take the Dept. of Commerce 
estimates of income (uncorrected for price changes), we find that 
during the large movements of the years from 1929 to 1932 the 
changes in money-incomes were from three to five times the 
changes in net investment shown above. In 1933 incomes and 
investment both increased slightly, but the movements were too 
narrow to allow the ratio of the one to the other to be calculated 


within a reasonable margin of error. 
J. M. Keynes 


APPENDIX 
Total and Net Outstanding Issues of Public Debt 


(Millions of dollars.) 






































| | 
Total Outstanding Issues. Net Outstanding Issues. | 
| aemerreaie l se aaa acc cata a ia nnn Average 
| _ Net for 
ant Federal Baio Com- Federal Pnsonc im Com- Change. be gad 
ccerst. | City, | bined. ‘| City, | bined. : 
. etc. etc. 
(1) | @ | @ | » | » | © | @ (8) (9) 
June 30th, 1924 20,982 | 11,633 | 32,615 | 20,627 9,921 30,548 _ _ 
¥ 1925 20,211 12,830 | 33,041 19,737 | 10,975 | 30,712 +164 —43 
we 1926 19,384 13,664 | 33,048 | 18,790 | 11,672 | 30,462 — 250 — 280 
% 1927 18,251 14,735 | 32,986 | 17,542 | 12,610 | 30,152 —310 —244 
- 1928 17,318 | 15,699 | 33,017 | 16,522 | 13,452 | 29,974 —178 —10 
a 1929 16,639 | 16,760 | 33,399 | 15,773 | 14,358 | 30,131 +157 +441 
i 1930 15,922 | 17,985 | 33,907 | 14,969 | 15,887 | 30,856 +725 +1,712 
a 1931 16,520 | 19,188 | 35,708 | 16,098 | 17,457 | 33,555 + 2,699 +2,822 
- 1932 19,161 | 19,635 | 38,796 | 18,673 | 17,828 | 36,501 +2,946 +2,565 
A 1933 22,158 | 19,107 | 41,265 | 21,613 | 17,072 | 38,685 + 2,184 + 2,796 
ns 1934 26,480 | 18,942 | 45,422 | 25,323 | 16,771 | 42,094 +3,409 +2,173 
+ 1935 | 27,645 | 19,277 | 46,922 | 26,137 | 16,895 | 43,032 + 938 _ 





(Source: Report of the Secretary of the Treasury for year ended June 30th, 1935, p. 424.) 


Total outstanding issues exclude a small volume of matured 
and non-interest bearing obligations (see ibid., p. 379). 

Net outstanding issues are equal to total outstanding issues 
less those held in U.S. Government trust funds, or owned by U.S. 
Government or by governmental agencies and held in sinking 
funds. 
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The table above does not include the contingent debt of the 
Federal Government, 7.e., obligations guaranteed by the United 
States. These, comprising largely debt issues of the Federal 
Farm Mortgage Corporation, Home Owners Loan Corporation 
and the Reconstruction Finance Corporation, were as follows :— 


Millions of 


Date. Dollars. 
June 30th, 1934 . . P - 691 
Dec. 31st, 1934 . . , : 3,079 
June 30th, 1935 . : < - 4,151 
Dec. 31st, 1935 . p A : 4,525 


e 
(See Cost of Government in the United States, by the National Industrial Con- 
ference Board, pub. no. 223, New York, 1936, Table 26, p. 68.) 





A Nove on Inp1ia’s AGRICULTURAL INCOMES 


In view of the recent discussions regarding the great fall in 
India’s agricultural incomes and the consequent reduction in the 
purchasing capacity of the cultivator, it is of interest to consider 
the statistics compiled by the Department of Commercial Intel- 
ligence, India, showing the precise extent of the fall in incomes 
and of the resulting depression measured in money prices. The 
value of the main crops in the different provinces of India has 
been taken for the agricultural year 1928-29, i.e., the year just 
before the depression began, and then in 1933-34, the latest 
agricultural year for which statistics are available. The crops 
have been evaluated by taking the average harvest price in each 
case, 7.¢., the money actually obtained by the cultivator for his 
produce. 

The total value of all the crops for the whole of India amounted 
in 1928-29 to Rs. 1034 lakhs, but declined to Rs. 473 lakhs in 
1933-34. In other words, the fall for the whole of India amounted 
to over 53 per cent. In this connection it may be pointed out 
that the major crops in Madras are rice and ground-nut; in Bom- 
bay rice, cotton and jowar; in Bengal rice and jute; in the United 
Provinces wheat, sugar-cane and barley; in the Punjab wheat 
and cotton; in Bihar and Orissa rice and wheat; and in Central 
Provinces rice and cotton. It is because of the difference in the 
major kinds of crops that the agricultural incomes in the different 
provinces have been differently affected. 

The table on p. 548 shows how different provinces have been 
differently affected. Taking the eight Provinces together, the fall 
in the agricultural income amounts to a little over 53 per cent., 


and even allowing for the fact that the cultivator may be able to 
002 
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(Value in lakhs of rupees.) 





1 


| | Percent- 














| | Percent- } | Percent- 
| | | age De- | | age De- || | age De- 
Siiiaiieans | 1928- | 1931- | crease |} 1932- | crease | 1933- | crease 
* | 29. || 32. | from | 33. | from || 34. from 
| | | 1928 to | | 1928 to | 1928 to 
1929. || | 1929. 1929. 
Madras .| 180 | 101 | —44 | 99 | —45 | 83 | —54 
Bengal : 232 67 | — 45 84 ; -—30 || 95 | —859 
Bombay .| 120 107 | —54 | 91 | -6l || 60 | —49 
United Pro- | | | 
vines .| 140 || 92 | —34 | 91 | —35 | 85 — 39 
Punjab = 76 37 | —51 | 49 —37 | 40 | —47 
Burma. 63 20 | —54 e290 | —54 | 23 | — 63 
Bihar and | | 1 
Orissa. 135 71 | —47 | 57 | —58 || 55 — 60 
Central Pro- | | 1 
vinces . 68 | 32 | —53 | 35 | —49 | 40 | —55 
| | 1] | 











obtain his own food requirements more cheaply, he has none 
the less to meet fixed payments from proceeds reduced by slightly 
more than one half. It must be remembered, of course, that the 
data in most cases are only of a rough accuracy, and that the 
calculations include only the value of the main crops. No 
allowance has been made for the effect of seasonal conditions 
on the production of individual years. 

The Department of Commercial Intelligence points out that 
in interpreting these figures one important point should not be 
forgotten. It is that, so far so food crops are concerned, the 
cultivator consumes or exchanges in kind for services rendered 
a large portion of the crops he grows, and to that extent the fall 
in the prices of food-stuffs has not affected him. The statistics 
show that far from there being an improvement in agricultural 
prices in the year 1933-34, the depression actually aggravated 
the fall as compared with the situation in the previous year, as the 
fall increased from 47 to 53 per cent. for the whole of India. 

It is clear that the prices of agricultural commodities have 
fallen in a much greater degree than those of manufactured goods, 
from which it is an easy deduction that the capacity of the 
cultivator in India to purchase manufactured goods has been 
very substantially curtailed. Taking the basis of 1928 price 
levels, the average income of an agriculturist in British India does 
not work out at a higher figure than about Rs. 42, or a little over 


£3 a year. 
V. G. R. AyyaRr 


Annamalai University, 
Chidambaram, 
S. India. 








——.. 
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THE CONTRACTS OF THE HypRO-ELEcTRIC POWER COMMISSION OF 
ONTARIO 


Tue Canadian economy, like other economies based on the ex- 
port of primary staple products, is subject to wide variations in 
income, since the yield of these products and their prices in a 
competitive world market. fluctuate sharply. Production of 
staples in the heart of a continent required heavy preliminary 
investment, in turn reflected in a rigid capital structure. Exten- 
sion of wheat production in Western Canada meant the con- 
struction of canals, railways, and terminal facilities. Develop- 
ment of pulp and paper and mining areas called for additional 
railroads, roads, and public utilities. Experience in external 
finance being limited, requisite funds could be secured only at 
the cost of fixed financial obligations, in many cases undertaken 








Exports from Canada to: | 1890. | 1900. ~ ~ 1910. 
ULE. ° : > : $41,499,149 $96,562,875 | $139,482,945 
UBA. . ; ; 36,213,279 57,996,488 104,199,675 
Other Countries ‘ : 7,545,158 14,412,938 35,564,931 





$85,257,586 $168,972,301 $279,247,551 


Exports from Canada to : | 1920. 1930. 1934. 








U.K. : : P : $489,152,637 $281,745,965 | $227,601,411 
Usa. . ° : 464,028,183 515,049,763 194,443,139 
Other Countries ‘ é 286,311,278 323,462,574 157,298,595 





$1,239,492,098 | $1,120,258,302 $579,343,145 











Dominion Bureau a Statistics : Canada Year Book, 1934-35, p. 558. 














Exports from Canada of : | 1890. | 1900. | 1910. 
Wheat. .| 388,861 =| 11,995,488 | 52,609,351 
Newsprint and wood pulp “a 168,180! | 1,816,0162 | 7,816,840 
Metals? . <a 993,888 | 18,619,173 | 30,899,464 
Tourist Trade 3 ; - | —~ | — | — 

| | 

Exports from Canada of : | 1920. 1930. 1934. 
Wheat. . | 185,044,806 215,753,475 118,969,445 
Newsprint and wood pulp ath 95,023,604 190,315,477 98,340,863 
Metals? . al 43,824,759 127,768,026 67,311,609 
Tourist Trade 3 P ; — 279,238,000 117,124,000 

(1933) 








Dominion Bureau of Statistics: Canada Year Book, 1934-35, pp. 544-45 and 636. 


1 No newsprint exported in these years. 

2 These include: nickel, copper bars, etc., zine, lead, silver ore and bullion, 
copper (ore and blister), gold, raw. Exports are first recorded for nickel in 
1900, for copper bars in 1920, and for zine in 1920. 

3 Estimates begin in 1924 with $173,002,000. 
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or guaranteed by the Government. The dangers created by a 
fluctuating income increased the investors’ insistence on guarantees 
and fixed charges. The Dominion Government built canals and 
railroads, and gave subsidies and bond guarantees to private 
enterprises, while provincial and municipal governments built 
_or assisted local railroads, constructed roads and developed 
public utilities such as telephone and electric-light and power 
services. 

The solution of the difficulties created by the impact of a 
falling national income upon such fixed charges is made peculiarly 
difficult by the fact that Canada, unlike Australia, the Argentine, 
or other countries exporting staples, is pulled between a world 
system and the continental system of North America. The out- 
let provided by the Great Lakes and St. Lawrence waterway 
encouraged dependence, before the War, on exports to the indus- 
trialised areas of Europe, while, since the War, with the depletion 
of American resourses, exports of pulp and paper and minerals 
to the United States, and the tourist trade have become increas- 
ingly important. In the period of rapid western expansion from 
1900 to 1914 bonds were sold mainly in the United Kingdom. 
Since the War the United States has been the chief source of 
outside capital for investment in Canada. In 1931 British 


DISTRIBUTION OF SALE OF BONDS BY COUNTRIES 








Sold in Sold in Sold in 

Canada. U.S.A. U.K. Total. 
1911-15 ‘ $276,653,887 $331,791,797 $913,141,976 | $1,521,587,660 
1916-20 r 2,183,931,939 837,492,799 71,705,135 | 3,093,129,871 
1921-25 . 1,499,390,838 926,257,511 48,617,166 | 2,742,655,515 
1926-30 - 1,662,843,792 1,299,721,943 53,720,667 | 3,016,286,402 
1931-34 ‘ 2,432,740,544 346,935,000 151,780,000 | 2,931,455,544 

















Dominion Bureau of Statistics, Canada Year Book, 1934-35, p. 999. 


investments amounted to $2,204,857,000 as against a total of 
$4,107,803,000 invested by residents of the United States. 
Dependent upon the sale of wheat at a price established in com- 
petition with more manageable economies, the Dominion has an 
external price structure which interlocks with that of the United 
States, especially in the case of basic transportation charges. 
Both in her capital and in her price structure, Canada is there- 
fore subject to a conflict of influences so powerful that, in con- 
trast with those more fortunate exporters of primary staples 


1 Dominion Bureau of Statistics, Canada Year Book, 1934-35, p. 947. 
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who operate within a single system of world trade and finance, 
she has been unable to adopt an adequate monetary policy.! 

In the depression the income derived from the export of 
wheat, pulp and paper, and minerals, and from the tourist trade 
declined sharply, and the strain on Government finance has been 
severe. Prices in the sheltered industries readjust slowly and 
unevenly, but every part of the economy, geared as it is to the 
production of the export staples, feels the impact of depression. 
Unable to bend, rigid contracts are liable to break under the strain. 

The Hydro-Electric Power Commission of Ontario illustrates 
the danger. The Commission was established in 1906 (6 Edward 
VII, ch. 15) to act as the agent of a group of partner munici- 
palities in procuring, transmitting, and selling wholesale to them 
“at cost’ electrical energy, which they distribute locally. In 
these municipalities it serves a wide variety of manufacturing 
interests which have grown up in relation to wheat-growing in 
the west, and later, mining and pulp and paper in Northern 
Ontario and elsewhere. 

At first the Commission purchased the requisite energy from 
private companies, but, as the demand increased, it acquired and 
constructed generating plants of its own, which by 1928 provided 
1,003,339 H.P. out of a total operating capacity of 1,141,887 H.P. 
At that date, as now, the demands of the Niagara system accounted 
for the bulk of the Commission’s load. As these expanded beyond 
the capacity of the generating stations on the Niagara river, the 
use of which for power purposes is limited by the Boundary 
Waters’ Treaty of 1909, the Commission reverted to purchasing 
privately generated power. In 1926 and subsequently it made 
contracts with four private companies operating in the Province 
of Quebec. These contracts, hereafter referred to as the Quebec 
contracts, were entered upon with the Gatineau Power Company 
(a subsidiary of the Canadian Hydro-Electric Corporation, Ltd., 
a subsidiary of the International Hydro-Electric system, which 
in its turn is a subsidiary of the International Paper and Power 
Company) in 1926; with the Ottawa Valley Power Company (a 
subsidiary of the Calgary Power Company) on November 29th, 
1929; with the Beauharnois Light, Heat and Power Company 
(now controlled by Montreal Light, Heat and Power Consoli- 

1 See Canadian Political Science Association Proceedings, 1934, discussion 
following papers by G. A. Elliott and J. P. Day on ‘‘ Canadian Monetary Policy,” 
p. 272; also W. T. G. Hackett, ‘‘ Canada’s Optional Payment Bonds,’’ Canadian 
Journal of Economics and Political Science, May 1935, pp. 161-70. 


2D. C. MacGregor: ‘“ Federal-Provincial Financial Relations in Canada,” 
Economic JourNAL, March 1936. 
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dated) on February 15th, 1930; and with the James MacLaren 
Company, Ltd. (now the MacLaren-Quebec Power Company), on 
December 20th, 1930. Subsequent to the completion of delivery 
of 260,000 H.P. by the Gatineau Power Company, they provided 
for the delivery of power to the Niagara pene in instalments 
totalling as follows :— 


Ottawa Valley. ; j . 96,000 H.P. 
Beauharnois : ; : . 250,000 H.P. 
MacLaren . : ; . 125,000 H.P.1 


All at $15 per reowee -power year. 

The acquisition and construction of power plants entailed the 
investment of large sums of money, the Commission’s Queenston 
plant alone having a book value of $76,879,216. The Commission 
obtained the necessary funds as loans from the Provincial 
Government and by issuing Government guaranteed debentures.” 

Long-term borrowing carried with it a burden of rigid interest 
charges, payable in some cases in sterling and in some in American 
funds,* coupled with an equally rigid obligation under the Power 
Commission Act (17 Geo. V, ch. 17) to set aside a sinking fnud 
sufficient to repay the principal in forty years (s. 15), beginning 
at the discretion of the Lieutenant-Governor-in-Council at the 
latest within ten years from the date of the investment. By pur- 
chasing power the Commission was able to avoid the heavy initial 
investment characteristic of hydro-electric undertakings. The 
Quebec contracts provided for a gradual increase in capacity 
from 1928 to 1937 to meet the expected increase in demand, and 
avoided additions to fixed interest and sinking-fund charges. 
On the other hand, they imposed increasing and inflexible obliga- 
tions binding for from 30 to 40 years to accept and pay for 
power deliveries in American funds. 

Each enlargement of capacity, whether by construction or by 
contract, is made on the basis of forecasts as to future demand. 
Impressed with the rapid and sustained growth of demand, and 
fearing a power shortage when the developments at Niagara 
should be exhausted, the Commission had since its inception 

1 See F. A. Gaby, Trends of Electrical Demands in Relation to Power Supplies, 
Hydro-Electric Power Commission of Ontario, Toronto, 1933; the annual reports 
of the Commission; and A. Brady, ‘‘ The Hydro-Electric Power Commission 
of Ontario,” Canadian Journal of Economics and Political Science, August 1936. 

2 The total capital investment of the Commission was $287,387,957.03 as 
at October 3lst, 1934, Annual Report for 1934, p. xvi. 

3 In the year 1933, for example, the Commission was negotiating payments 
both in sterling and in New York funds. J. R. Cook, ‘‘ A Review of Some 1933 
Features of the Hydro Undertaking,”’ Bulletin, Hydro-Electric Power Commission 


of Ontario, February 1934, p. 43. 
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pursued a policy of vigorous expansion of its power supplies. 
The development of industry in Ontario and the upswing of the 
trade cycle effectively supported this policy until 1930, but in 
that year a situation arose out of the risks inherent in an enter- 
prise assuming rigid capital charges and fixed contractual obli- 
gations in anticipation of an unpredictable revenue. In the 
Niagara System the primary load reached a peak in the winter 
of 1929-30. Then instead of increasing further according to fore- 
casts, demand began to fall off. Revenue declined in spite of the 
sale of surplus power at low rates for special uses. Payments 
under the contracts continued to mount. The situation was 
eased by the use of reserves held in the form of Government and 
Government-guaranteed bonds. The obsolescence and contin- 
gency reserve, which had been built up to $14,627,578 by 1931, 
dwindled to $6,567,991 in 1934. The wholesale rates charged to 
the member municipalities had been raised in many cases to tap 
operating surplus. The Commission faced a prospect of exhaust- 
ing its accessible reserves while deficits would continue to grow, 
failing an unexpectedly vigorous recovery of demand, perhaps to 
as much as $7,000,000 a year by 1938, according to the Attorney- 
General’s forecast. 

Private companies in such a crisis might reduce or pass 
dividends, and in extreme cases default on their bond interest. 
The public undertaking without the margin of safety given by 
common stock and involved in Government guarantees was 
denied these expedients. An alternative was sought in political 
action. The Power Commission Act, 1935 (25 Geo. V, ch. 53), 
declaring the Quebec contracts “to be and always to have been 
illegal, void and unenforceable’’ was passed in April by the 
Ontario Government. Thereafter the Commission refused to 
accept delivery of additional blocks of power as these fell due. 
The Act was put into effect in December, and new contracts 
were made with two of the companies concerned, providing for 
smaller quantities of power and lower rates payable in Canadian 
funds for a shorter period of time (ten years). The Dominion 
Government, in accordance with the policy generally accepted 
since the end 1 of the nineteenth century, has made no attempt 


1 The Dominion Government has power to disallow Provincial Acts, but 
since 1880 decisions as to whether these are ultra vires has been left to the courts. 
Since 1893-98 it has not been customary to interfere with Provincial legislation 
on grounds of confiscation or ‘‘ bad law,”’ but only on grounds of conflict with 
Dominion interests, especially when a treaty is involved. See W. P. M. Ken- 
nedy: ‘‘ The Disallowance of Provincial Acts in the Dominion of Canada,” 
Essays in Constitutional Law, 1934. 
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to disallow the Act, and the two remaining companies have 
brought suit against the Commission and the Attorney-General 
seeking to have it declared ulira vires. If the Act is upheld, 
political action of this character may become a method of escape 
from crises created by an impossibly rigid mechanism; but it 
does not provide for any modification of that mechanism designed 
to give it the flexibility required by incalculable fluctuations of 


demand. 
TrRENE M. Biss 


University of Toronto. 
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Report of the Committee of Investigation for England on Complaints 
made by the Central Milk Distributive Committee and the 
Parliamentary Committee of the Co-operative Congress as to 
the Operation of the Milk Marketing Scheme, 1933. (London : 
His Majesty’s Stationery Office. 1936. Pp. iv + 93. 
ls. 3d.) 

Tuis report is of extraordinary interest for the light that it 
throws on the rapid penetration into this country’s economic . 
life of that inverted communism with which capitalism is becom- 
ing so helplessly compromised. The State, in tlie shape of the 
Milk Marketing Board, fixes not only the prices at which the 
distributors buy their milk from the farmers, but also the 
minimum prices at which milk may be sold to the consumers. 
While the distributors regard their profits as being at the mercy 
of the Board, they are in fact, as is rarely appreciated, protected 
from the ravages of those forces of competition to which profits 
in some branches of industry are still to-day subject. The 
Marketing Board proposed to fix the price paid to the farmers 
by the distributors for the year beginning October 1935 at an 
average of 15s. 6d. per 12 gallons, as compared with 15s. 1d. 
for 1934-5. At the same time the retail price was to be left 
unaltered. (For 1933-4 the wholesale price was fixed by “ persons 
appointed by the Minister of Agriculture” at 14s. 4d., but the 
retail price was in that year lower, a rise having to be conceded 
for 1934-5 in order to persuade the distributors to accept the 
higher wholesale price.) The distributors objected to the Board’s 
proposals for 1935-6, and, a cessation of supplies to the public 
having been narrowly averted, the complaints were submitted 
to the standing Committee of Investigation. The Chairman, 
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the Rt. Hon. Edward Shortt, K.C., died soon after, and was 
succeeded by the late Mr. James Whitehead, K.C., the other 
members being Sir Percy W. Greenaway, Mr. Charles J. G. 
Palmour, Sir Arthur Pugh and Professor W. R. Scott. 

It was the good fortune of the Marketing Board to be attacked 
by two different bodies, which had agreed on no common plan 
of campaign, and the movements of each of which were so con- 
ducted as to cause grave embarrassment to the other. The Central 
Milk Distributive Committee took the view that “the existing 
distributive margins [those provided by the Board for 1934-5] 
will not stand reduction ”’ (p. 79); the Parliamentary Committee 
of the Co-operative Congress admitted, on the other hand, that 
“the minimum margin prescribed in 1934-5 was higher than 
was necessary to cover the costs of distribution and provide a 
reasonable profit’ (p. 11). Both parties urged a reduction of 
the wholesale price below the level prescribed for 1935-6. But 
the co-operative societies desired the whole of such a reduction 
to be passed on to the consumer, by way of a corresponding 
reduction of the minimum retail price; while the private dis- 
tributors insisted on the restoration of their 1934—5 margin before 
any reduction of the retail price should be considered, and their 
Committee, feeling ‘‘ very strongly, in view of the steadily in- 
creasing surplus of milk, that wholesale prices should be on a 
basis which would allow a lower level of retail prices ”’ (p. 76), 
made the somewhat unhelpful contention that the wholesale 
price be fixed as low as 14s. 5d., only 1d. higher than ruled in 
1933-4 and falling below the price demanded by the Board by 
ls. ld. (of which 5d. was to be utilised to restore the distributors’ 
margin to the 1934-5 level and the remaining 8d. to lower the 
minimum retail price). 

The recommendation of the Committee of Investigation is 
that for 1935-6 the wholesale price be fixed at 15s. 3d., and the 
minimum retail price be left unaltered. This means that the 
distributors’ margin is to be 3d. more than half-way between 
the margin that the Marketing Board were proposing (regarding 
it, nevertheless, as “still excessive’ (p. 84) ) and the margin 
that the private distributors were prepared to accept. Mean- 
while the profits of the co-operative societies will be somewhat 
higher than is necessary to content them, but the societies are 
prevented from lowering their retail prices. 

It is easy to suggest that the Committee of Investigation have 
adopted the tempting route of compromise. Such a suggestion 
would be hardly fair. But the mere possibility of its being made 
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is in itself dangerous. It would be a serious thing if in future 
years it came to be supposed that the Marketing Board’s proposals, 
instead of representing an impartial view of what is in the 
country’s best interests, were devised in an extreme form with 
an eye to their tactical effectiveness in bargaining. 

In actual fact the decision of the Committee of Investigation 
is based on an examination of costing accounts submitted by 
the distributors. The private distributors contended, on the 
basis of the accounts of forty-eight businesses, that the 1934-5 
margin was only just sufficient to provide an adequate profit. 
The accounts submitted for fifteen retail co-operative societies 
indicated that this margin ‘‘ was higher than was necessary 
to... provide a reasonable profit”? (p. 11). The Marketing 
Board placed its reliance on the figures of the co-operatives and 
criticised the private distributors’ apportionment of costs as 
between the sale of milk and the sale of other goods. The matter 
is in the highest degree complicated and difficult, but the Com- 
mittee of Investigation were able to reach the conclusion that 
the margin prescribed by the Board in the 1935-6 contract “is 
not sufficient for the majority of private distributors, under present 
conditions of distribution ”’ (p. 21). 

The words italicised by the Committee are of great importance. 
It is emphasised several times in their Report that “there is 
room for general increased efficiency in distribution so as to 
enable this very necessary service to the public to be given 
at less cost’ (p. 19). One of the causes of this inefficiency is 
‘“‘the unnecessary elaboration and waste of effort in the present 
distribution organisation. We have had evidence, for example, 
of the overlapping of distributors, over twenty operating in one 
street, and this apparently is not an isolated or unusual occurrence”’ 
(p. 22). Many co-operative societies enjoy the advantage of “a 
large turnover which enables them to make economies which are 
not possible in the case of the smaller private firms ” (p. 12). It 
would be fair to conclude that the Committee are in favour of a 
reduction in the number of individual firms. But so long as it 
is the provision of an adequate profit to the “‘ majority of private 
distributors ” that forms the basis for the deliberations of the 
Committee of Investigation, it is hard to see how such a change 
can be expected to come about. In fact the Committee summarise 
their conclusions in the words: ‘we find that a significant 
number of distributors would be unable to continue in business 
if the minimum distributive margin in the prescribed contract 
were maintained ”’ (p. 27). 
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This inquiry was, in a loose sense, a legal inquiry. ‘The 
Chairman of the Committee was a K.C., and both the Marketing 
Board and the private distributors were represented by counsel 
(the case of the co-operative societies being put, on the other 
hand, by the Rt. Hon. A. V. Alexander, M.P.). To this fact 
must doubtless be attributed the notable success with which 
the Committee have accomplished their complicated task and 
the lucidity with which their conclusions are put forward. It is, 
however, of the essence of such a Committee that they are bound 
by their terms of reference. It is true that in their Introduction 
the Committee put forward the view that ‘“‘ the overriding con- 
sideration should be whether or not any provision of the Scheme 
or act or omission of the Board will encourage or discourage, 
as the case may be, the supply of an adequate quantity of good 
milk to the public at a fair and reasonable price and/or the 
consumption of such milk by the public.”” But the whole tendency 
of the machinery set up under the Agriculfural Marketing Acts 
must be to stereotype the status quo, and it would be unreason- 
able to expect the Committee of Investigation deliberately to fix 
prices with the professed object of squeezing redundant firms out 
of existence. 

Nor would it be within the competence of the Committee of 
Investigation to question the whole principle of fixing minimum 
retail prices of milk. Yet it is high time that this question was 
authoritatively raised. The proper object of the Milk Marketing 
Board is to benefit the farmers by monopolistically fixing the 
prices at which milk is sold by the farmers to the distributors. 
How this object is promoted by fixing minimum prices for the 
sale of milk by the distributors to the consumers it is hard to see. 
That the case of the producer-retailers would have to be dealt 
with is, of course, clear; but that is no reason for prescribing 
minimum prices for all milk sold by retail. (The producer- 
retailers are responsible for about 16 per cent. of the distribution 
of liquid milk, the co-operative societies for nearly one-fifth, and 
the private distributors for the remaining two-thirds.) 

The existence of minimum retail prices means that competi- 
tion between distributors has to take place entirely by way of 
the service that they provide. This notoriously is an extra- 
ordinarily wasteful form of competition. The result inevitably 
is that “‘ wasteful expenditure ” on “ canvassing ”’ of which the 
Committee complain (p. 22). The Committee are further doubt- 
ful whether two deliveries a day are now necessary. Here is 
a source of great extravagance (in which the co-operative societies 
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indulge to only a very limited extent), as is shown by the fact 
that the United Dairies’ roundsmen spend on the average two 
and a half hours on the first round, but as much as six hours 
on the second. The individual distributor is helpless in this 
matter. If he tries to reduce the costs of his service he is pre- 
vented by the law of the land from lowering his charges as a 
counterweight ; and he merely loses his customers. 

It is somewhat doubtful whether the Committee were entitled 
to pay any attention whatever to the subject of retail prices. 
In agreeing to place the complaints of the co-operative societies 
before the Committee of Investigation, the Ministry of Agri- 
culture had to point out that under the Act “‘ complaints referred 
to the Committee of Investigation are limited to those which 
cannot be considered by the Consumers’ Committee” (p. 91), 
so that the co-operative societies’ demand for lower retail prices 
must be regarded as a quite separate issue to be considered by 
a different Committee. Counsel for the private distributors 
pleaded very reasonably for a wider interpretation (p. 4), and 
his view seems to have prevailed with the Committee of Investiga- 
tion. 

In the case of manufactured milk (cheese, butter, etc.) minimum 
retail prices are, broadly speaking, not prescribed. Here, too, 
the distributors complained of the terms fixed by the Board for 
the sale of milk. In the case of milk sold for conversion into 
cheese, the Committee came to ‘‘ the conclusion that the basis 
of the prices prescribed for the last contract period was not such 
as to enable the manufacture of cheese to be carried on at a 
profit ’ (p. 41). and an appropriate modification is recommended, 
This conclusion was reached in spite of the Board’s contention 
that ‘“‘ the large increase in gallonage manufactured into cheese 
was difficult to reconcile with the statement that manufacturing 
could not be carried on profitably ” (p. 40). 

It has been alleged that the rise in the price of liquid milk 
was necessitated by the increase in the total output of milk, 
which had to be disposed of in the manufacturing market at very 
low prices, and expression was given to the fear that this process 
would continue. The Board, however, maintain that they have 
been responsible for an increase of milk production of only 5 per 
cent. of the total sales. What has happened is that milk previously 
used for manufacture or other purposes on the farms is now sold 
through the Board. This process is not cumulative, and the 
Board “ vigorously discounted the suggestion that it was the 
beginning of a vicious circle in which higher prices would bring 
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into being increased production which would again call for higher 
prices ”’ (p. 15). 

It must, however, be admitted that so long as the Board 
aims simply at’ maximising the returns to the farmer, and so long 
as the distributors’ margins are protected by law, there cannot 
be much hope of a reduction in the retail price of liquid milk. 
The Board calculate that “a reduction of 2d. per gallon would 
require an increase in liquid consumption of over 25 per cent. to 
restore pool prices to the 1934-5 level” (p. 15). And the Board 
take the view, not accepted by the Committee (nor by the co- 
operative societies, which put forward some interesting figures 
on this point, nor by the private distributors), that ‘‘ changes in 
the retail price of milk within fairly narrow limits do not affect 
consumption ”’ (p. 23). 

It has been possible to allude only to a portion of the field 
covered by this Report. On the important question of the 
Transit Risk Charge, made to farmers who deliver milk at ap- 
proved depots, and so avoid the expense involved in cooling milk 
on the farm and the losses caused by spillage, sourage, etc., 
the Committee decided in favour of the Board. As “ the depot 
proprietor, by obtaining cheaper freight rates, makes a profit 
by transporting milk in bulk” (p. 31), it does indeed seem 
unreasonable to ask the farmer to pay the whole cost of running 
the depot. 

Many points of detail, some of them of great interest, are 
also attended to in this Report. Many more such Reports will 
be written and, let us hope, published in the course of the main- 
tenance and extension of our agricultural policy. If they are as 
competent as this one, the economist will be well provided for. 

R. F. Kaun 





King’s College 
Cambridge. 





THe Reserve Bank or New ZEALAND AMENDMENT AcT 


THE Labour Government in New Zealand has recently added 
to monetary history by passing the Reserve Bank of New Zealand 
Amendment Act. It will be remembered that the Reserve Bank 
had three State Directors, four shareholders’ Directors, the 
Secretary of the Treasury, the Governor and Deputy-Governor 
to constitute the Board of Directors. These have now been 
made State appointees, the Directors, with the exception of the 
Governor and the Deputy-Governor, being removable at the 
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will of the Government. The share capital has been repaid and 
shareholders eliminated. The £5 shares which carried a maximum 
dividend of 5 per cent. were bought out by the State at £6 5s. 
per share, their market value on the date of the election, 
November 27th, 1935. The functions of the Reserve Bank have 
been re-constituted. In the original Act these read as follows : 

“ It shall be the primary duty of the Reserve Bank to exercise 
control within the limits of the powers conferred on it by this 
Act over monetary circulation and credit in New Zealand to the 
end that the economic welfare of the Dominion may be promoted 
and maintained.” 

In the new Act the section reads as follows : 

“10. (1) It shall be the general function of the Reserve 
Bank, within the limits of its powers, to give effect as far as may 
be to the monetary policy of the Government, as communicated 
to it from time to time by the Minister of Finance. For this pur- 
pose, and to the end that the economic and social welfare of 
New Zealand may be promoted and maintained, the Bank shall 
regulate and control credit and currency in New Zealand, the 
transfer of moneys to or from New Zealand, and the disposal of 
moneys that are derived from the sale of any New Zealand 
products and for the time being are held overseas.”’ 

The authority of the Reserve Bank to discount bills has been 
extended, so that the necessity for two good signatures does not 
apply to bills or other documents signed on behalf of the New 
Zealand Government, nor is there a time limit to such bills. 
This will enable the Government to discount any trade bills 
drawn on account of produce which they may be marketing. 
Further powers are given so that the Reserve Bank may “ grant 
accommodation by way of overdraft to the Government of New 
Zealand or to any Board or other authority having statutory 
powers in relation to the marketing of any New Zealand produce, 
for the purpose of financing the purchase and marketing of any 
such produce.” This provision was inserted to meet the Govern- 
ment’s policy of guaranteeing prices to farmers and undertaking 
the purchase and marketing of farm produce; thus an ordinary 
overdraft account will be used by the Reserve Bank in place of 
the overdraft accounts (or agriculture bills) which individual 
firms or farmers previously had with the trading banks. The 
first use of these overdraft provisions by the Government has 
been for the purchase of all dairy produce at prices decided by the 
Government. Any deficiency arising from the sale of these 
products will be carried by the Reserve Bank, but it is intended 
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that, where the price realised is greater than the price paid, such 
amount will be utilised to pay off any outstanding overdraft in 
the dairy industry account. 

The original Act gave the Reserve Bank power to buy and sell 
Government securities, but so that the amount of securities held 
at any one time should not exceed twice the paid-up capital of 
the bank and its reserves. * This limit has now been removed, 
so that the Reserve Bank may buy and sell Government securities 
to any amount. The intention of the Government is to use this 
power for the financing of capital works such as housing and 
schools. The Government do not necessarily intend never to 
appeal to the ordinary capital markets for funds, but they do 
intend to use the Reserve Bank for this purpose. 

The Reserve Bank is now also given power to underwrite 
Government loans, in case reference to the capital market either 
in New Zealand or London is contemplated at any time. 

In the original Act the Reserve Bank could grant Treasury 
bills to the extent of one-half of the estimated revenue for the year. 
Under the new Act this authority has been extended to the full 
estimated revenue for the year. It is the Government’s intention 
to use this power, if at all, purely for short-term accommodation. 

Previously, the Reserve Bank was required to give sterling 
in exchange for its notes when called upon to do so, but the 
Bank had power to determine the rate of exchange. Authority 
has now been given for the Minister of Finance to suspend this 
obligation. This is a protective measure giving the Government 
full command over the disposition of overseas funds. Further- 
more, by Order-in-Council, regulations may be made to enable 
the Reserve Bank to fulfil its functions. These are extremely 
wide powers, and mean that at any time regulations could be 
made to prevent a flight of capital, to ration imports, or to bring 
all overseas funds held by New Zealand financial institutions 
within the control of the Reserve Bank. 

In the principal Act the trading banks are required to maintain 
balances with the Reserve Bank to the extent of 3 per cent. of 
their time liabilities and 7 per cent. of their demand liabilities. 
Power is now given for these percentages to be varied in an 
upward direction ‘‘ by the Governor of the Bank acting with the 
authority of the Minister of Finance.’ This provision is in line 
with the doctrine of Mr. Keynes and others, and gives the Reserve 
Bank and the Government power to prevent any inflationary 
action by the trading banks, and also gives power to acquire 
any sterling funds which the Government may deem it necessary 
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to be paid over in this way ; for, to obtain credits with the Reserve 
Bank, the trading banks must either have Reserve Bank notes, 
cheques drawn on the Reserve Bank, gold, or sterling; thus if 
the deposit percentages are increased it may be that the Banks 
will have to meet the new requirements by paying into the 
Reserve Bank sterling funds. 

Two other provisions are of interest—one, that the directors 
hold office during the pleasure of the Government, but the 
Governor and Deputy-Governor may only be removed if they 
become “ permanently incapable” of performing their duties. 
Two, each trading bank is now required to render monthly to 
the Reserve Bank “ the aggregate of the unexercised overdraft 
authorities of its customers.” Again this provision follows 
Mr. Keynes, and should be of inestimable value to a Government 
which wants to control the internal credit position. 

It will be seen that in several ways the Reserve Bank is given 
power wholly to control the trading banks of New Zealand, at 
least in a negative way, and that the Government have no limita- 
tions (other than those provided annually by Parliament) on 
their desire for accommodation to carry out their policy. It 
is not considered that these powers will be unwisely used, and 
it is the intention of the Government to ask Parliament to vote 
the amounts which may be obtained from the Reserve Bank 
for each year. Thus the possibilities and profitability of each 
project in view will be examined by Parliament before authority 
is given for the Government to expend any moneys thereon. 

W. B. Surcu 

Wellington, N.Z. 





OBITUARY 

HaroLtp Cox 
Harotp Cox, who died last May at the age of seventy-six, 
retained to the last an engaging freshness which made it difficult 
to think of him as old. No man had more friends from whom he 
differed often, while retaining unceasingly their warm respect. 
Born of a family of quick intelligence and marked opinions, he 
soon found at Tonbridge School and at Jesus College, Cam- 
bridge, opportunities of proving his own. The young Radical 
President of the Cambridge Union, a mathematical Scholar drawn 
to economics, was captivated by ideas of social reformation as 
quickly as any undergraduate to-day. Under Edward Car- 
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penter’s influence he determined to investigate such problems for 
himself, lived for months as an agricultural labourer, dreamed of a 
communistic farm. He was naturally attracted to the early 
Fabians, to Sidney Webb, with whom he wrote a book on the 
Eight Hours Day, to Sydney Olivier, who became his brother-in- 
law, and who perhaps has lingered longer in those paths than 
he. Buta certain uncompromising independence, a critical intelli- 
gence, an unyielding conscience, left him unsatisfied with Socialist 
ideals. He travelled far from those early opinions and developed 
into one of the most convinced and logical individualists of his time. 

Harold Cox had a varied and interesting career. He was long 
in finding a profession. He never set out to make money. A 
certain unselfish simplicity of nature clung to him all his days. 
His wife, an accountant with her own career, shared in this fine 
quality, and their little home in Gray’s Inn had a special charm 
for people who set a real though not inordinate value upon the 
simple life. As time went on, Cox became chiefly occupied with 
journalism. But he tried and succeeded in many other tasks. 
He spent two years teaching mathematics at Aligarh, and his 
Indian experience left him very doubtful how far the methods 
and catchwords of Western democracy can be wisely adapted to 
Eastern conditions. He read for the Bar at Gray’s Inn. He 
became Secretary of the Cobden Club, and his writings and speeches 
in defence of Free Trade, with their full knowledge, their logical 
argument, their great lucidity, soon won him a considerable 
reputation. He could speak with some authority when he 
entered Parliament as Member for Preston in 1906. 

For four years Cox was a Liberal Member and, it must be 
confessed, an outspoken critic of the Liberal Party. He argued 
eloquently for Free Trade. But when he went on to plead for 
economic freedom in other directions, to challenge the claims of 
organised labour to impose its rules on workmen and to demand 
special consideration from the State, he came into conflict with 
many friends. It was trying to some Liberals to find old-fashioned 
ideas of self-help and independence powerfully advocated on their 
own side, and at first they showed their impatience by leaving 
the House when Cox got up. There is no better proof of the 
charm and force of his speaking than the fact that he steadily won 
attention and respect from men unwilling to accept his opinions. 
Before many months of that Parliament were over Cox was no 
longer a voice crying in the wilderness. He was a man whom 
Members opposed to his conclusions nevertheless flocked into the 
House to hear. 
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The Liberals of Preston admired Cox’s pluck and thanked him 
for his “‘ magnificent work ” for Free Trade. But they could not 
stomach his unsparing criticisms of a certain famous electioneering 
Budget, and he lost his seat in 1910. It was not a seat which 
any Liberal in normal times could hope to keep. Cox never sat 
again in Parliament, but his campaign for public freedom was by 
no means over. “ Embodying,”’ as Lord Rosebery said, “ the 
very principle of liberty,’’ Cox found many supporters and many 
opportunities for useful work. For three years he was an Alderman 
of the London County Council. In 1912 he succeeded Mr. 
Arthur Elliot as Editor of the Edinburgh Review, a post he held 
for seventeen years. He was a valued member of the Political 
Economy Club. He served on more than one Commission. He 
wrote constantly: his contributions to the Sunday Times con- 
tinued till the end of his life. And through all changes he main- 
tained the same undiminished independence, the same unyielding 
fight for public thrift and eccnomic law, the same happy gift of 
rendering definite and even unpopular opinions acceptable in 
their expression to the world at large. 

Cox’s distrust of dependence on the State was as strong as his 
determined love of freedom. He believed that men should work to 
maintain themselves, should limit their families to those they 
could support, and should shun demoralising charity, whether 
it came from private or from public funds. He dreaded loose 
sentiment and mass philanthropy in legislation. He could not 
persuade himself that profuse expenditure was a royal road to 
national prosperity, and he analysed with searching incisiveness 
the financial history of the Post Office and the wasteful methods of 
some other Government Departments. He could not reconcile 
himself to anything which seemed to him to weaken the character 
and the self-reliance of his fellow-men. 


‘* Without liberty there can be no enterprise, and without 
enterprise there can be no progress. Liberty can be abused ; 
but it is the business of the community to prevent the abuse, 
not to destroy the liberty. The real test to be applied is 
whether the individual is injuring others by the use he makes 
of his own liberty. If so he must be restrained. But it 
does not follow that in all cases the best form of restraint is 
the employment of the power of the State... . 

The methods of the State are not, and never can be, 
elastic enough to deal with the ever-varying complexities of 
social life.”’ 
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Men pass. Fashions and theories change. But many 
friends still hold in honour and affection Harold Cox’s fearless 
independence, fine character, unworldly life, and the ideals which 
he held with such staunch tenacity and expressed with so much 


gallantry, urbanity and grace. 
CHARLES MALLET 





CurRENT Topics 


WE deeply regret to announce the death of Professor H. S. 
Foxwell on August 3, 1936, in his 88th year. Professor Foxwell 
had been an Honorary Secretary of the Royal Economic Society 
for 46 years, since the foundation of the Society in 1890, and 
he was President from 1929 to 1932. A Memoir will appear in 
the December JOURNAL. 





Sir RoBert KINDERSLEY’S annual article on British Overseas 
Investments will appear this year in the December issue, and 
not in September, as on several former occasions. This is due 
to the fact that the scope of the compilation is being somewhat 
enlarged, so as to provide not only figures for 1934, but also for 
1935, and to include a full table of geographical distribution of 
the investments. 





THE second Chair in the Faculty of Commerce and Administra- 
tion in Manchester University, which has been in abeyance since 
1932, has been revived with the title of the Chair of Social Econo- 
mics. Mr. John Jewkes has been elected to this Chair with the 
duties of conducting research and supervision of the work in the 
Economics Research Section of the Faculty. The last holder 
of the Chair was Professor T. E. Gregory. 





Mr. H. A. SHannon, of the London School of Economics, 
has been appointed to a new post in the University of the 
Witwatersrand, Johannesburg, as Senior Lecturer in Economics 
(with special reference to the Economics of Local Government 
and Public Administration). Dr. J.N.Reedman, M.Com. (Leeds), 
Ph.D. (Sheffield), lately Assistant-Director of the Industrial 
Survey of South Wales, has been appointed Lecturer in the 
Department of Commerce in the same University. 
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THE meeting of the Econometric Society at Oxford in Septem- 
ber will assemble on the evening of Friday, September 25th, and 
the proceedings will open at 10 a.m. on the morning of Saturday, 
26th; and not on Friday, 25th, as was announced in the June 
issue of this JOURNAL. 





Tue Institute of Sociology is arranging a Second Conference 
on the Social Sciences to be held in London from September 25th 
to 27th, 1936. The general subject of the Conference will be: 
The Social Sciences: their Relations in Theory and in Teaching. 
The aim of the Conference is to give an opportunity to University 
teachers and other students of the social sciences for discussion of 
the present position of these sciences in academic studies, of their 
relations in the academic curriculum, of the ground that is, or 
might be, common to them in outlook, in theory and in method. 
It is thought that post-war developments in the social sciences and 
in their position in universities make the time ripe for such 
discussion. The Conference will be held at Westfield College, 
Hampstead, London, N.W.3, where residence can be provided 
for members not living in London. Membership is being arranged 
by invitation. The membership fee will be ten shillings, which 
will include an advance copy of the printed contributions. 
Particulars can be obtained from J. E. Dugdale, Le Play House, 
35 Gordon Square, W.C. 1. Papers will be read by Prof. A. M. 
Carr-Saunders on Biology and the Social Sciences, Prof. C. G. 
Seligman on Anthropology and the Social Sciences, and Prof. 
F. C. Bartlett on Psychology and the Social Sciences. 





Tuer William A. Vawter Foundation on Business Ethics in the 
School of Commerce of the North-Western University, Illinois, 
offers a prize of $1,000 for the best manuscript of an unpublished 
book on business ethics to contain not less than 30,000 nor more 
than 75,000 words. MSS. must be submitted not later than 
December 31st, 1937. Further details can be obtained from the 
Vawter Foundation, School of Commerce, North-Western Univer- 
sity, Evanstown, Illinois, U.S.A. 





Tue fourth volume of the Collected Works of Carl Menger has 
now been published as the 20th volume in the London School 
of Economics series of reprints of Scarce Tracts. The Collected 
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Works of Menger are, therefore, now available in the following 
four volumes : 


I. Grundsitze der Volkswirthschaftslehre. 
II. Untersuchungen itiber die Methode der Socialwissen- 
schaften und der Politischen Oekonomie. 
III. Kleinere Schriften zur Methode und Geschichte der 
Volkswirtschaftslehre. 
IV. Schriften tiber Geldtheorie und Wiahrungspolitik. 


The price of publication of the above is 10s. 6d. per volume, 
but copies are available to members of the Royal Economic 
Society at 7s. 6d. per volume. A further concession has also 
been made by which the fourth volume can be obtained at the 
special price of 6s. by those members who have already purchased 
the first three volumes; or, in the case of any member wishing 
to buy the Collected Works as a whole, the four volumes are 
obtainable at 28s. 6d. . A 

Applications should be addressed to the Assistant Secretary, 
6 Humberstone Road, Cambridge, accompanied by a remittance. 











RECENT PERIODICALS AND NEW BOOKS. 


Journal of the Royal Statistical Society. 


Part IT, 1936. The Recent Trend in England and Wales of Mortality 
from Phthisis at Young Adult Ages. A BraprorpD HILL. Some 
Statistical Aspects of Future Trading on a Commodity Exchange. 
G. Ronatp Waite. Wholesale Prices in 1935. Editor of the 
Statist. 


Economica. 


May, 1936. Mr. J. M. Keynes’ General Theory of Employment, 
Interest and Money. A.C. Piaou. The Theory of Savings: II. 
C. Brescrani-Turroni. Instalment Finance. G. L. SCHWARTZ. 
Time and Investment. K.E. Boutpine. An Empirical Analysis 
of the Laws of Distribution. J. MarscuaKx. Marriage and Birth 
Seasons. Str W. BEVERIDGE. 


The Review of Economic Studies. 


JuNnE, 1936. The Place of Interest in the Theory of Production. O. 
Lanee. Planning and Plotting: a Note on Terminology. H. 
Smita. Unemployment, Basic and Monetary: the Classical 
Analysis and the Keynesian. D. G. CHAMPERNOWNE. South 
African Native Taxation. D. Trevor. Banking Policy and the 
Exchanges. J. Rosinson. Commodity Stocks and Equilibrium. 
L. M. LacHMANN. 


London and Cambridge Economic Service. 
AprIL, 1936. Special Memorandum No. 42. The Sawmill Industry in 
Scandinavia and Finland and the Exports of Sawn Softwood from 
these Countries. INO Saari. 


The Eugenics Review. 


ApriL, 1936. Eugenics and Society. J. 8S. Huxtry. Physiology of 
Fertility in Man and Monkey. 8S. ZUCKERMAN. 


The Midland Bank Monthly Review. 


Aprit-May, 1936. The Budget of Painful Necessities: The Means of 
Financing Re-armament. Economic Recovery in Egypt: The 
Long-Standing Link with Sterling. The Government and the Capital 
Market. 

May-June, 1936. The Terms of International Investment : Experience 
as a Guide to Future Policy. Britain’s Sea-Fishing Industry. 


Lloyds Bank Monthly Review. 


JUNE, 1936. Our Economic Discontents. D. Granam Hutton. 
JuLY, 1936. How can the Prosperity of Europe be Restored? ¥F. JENNY. 
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Local Government Administration. 


JUNE, 1935. A Communal Science. M. W. Ovatip. German Local 
Government under Hitler. The Government of Liverpool. 'T. S. 
Smry. The Chicago Group of Governmental Organisations. KR. M. 
PAIGE. 


SEPTEMBER, 1935. The Council-Manager Plan of City Government. 
C.E.Rivitzy. Features of English Local Finance. C.G.GARRATT 
HoupEen. Milwaukee’s Municipal Government. R. E. Krua. 
The New Local Government System in Poland. 

DECEMBER, 1935. Past and Present in English Local Government. 
D. W. Brogan. The Administration of Stuttgart. K. Stréti. 
The Situation in the Dutch Communes. A. JONKER. A Canadian 
Municipality and Municipal Research. H. L. Brirratn. The 
Belgian “ Crédit Communal.” 

Marcu, 1936. Local Government Finance in U.S.A. Cart N. Cuart- 
TERS. The Government of Edinburgh. Str A. Grierson. Self- 
Administration, Self-Government and Local Administration. H. 
Gortz. Training for Public Service in the U.S.A. 

JUNE, 1936. The University Graduate in Local Government in U.S.A. 
GLEN Leet. The Government of Saint-Brievue. J. Nevo. Unem- 
ployment. J. Hmton. The Rating of Vacant Properties. Sir H. 
TrustRaM Eve and I. D. Imriz. 


International Labour Review. 


May, 1936. The Economic and Social Situation in Uruguay. C. 
CHARLONE. The Present Status of Economic Planning: I. An 
International Survey of Governmental Economic Intervention. 
P. W. Martin. The Levant States under French Mandate and 
Problems of Emigration and Immigration. M. BERENSTEIN. 

JunE, 1936. The New Economic Policy in Belgium. A. BRAUNTHAL. 
Interstate Compacts on Labour Legislation in the United States. 
E. M. Jounson. Rationalisation in a Czechoslovak Glassworks. 
H. von Haan. 


The Canadian Journal of Economics and Political Science. 


May, 1936. Economic Theory and National Purpose. W. R. Max- 
WELL. Observation in Economics. A.F.McGoun. Saskatchewan, 
1930-35. G. E. Brirnett. The Problem of Public Debt in 
Canada. D.C. McGrecor. The Evidence Presented to the Duff 
Commission. J. L. McDovuaatu. 


The Economic Record. 


JUNE, 1936. Federal Finance in Australia. B.P. ADARKAR. France 
and the Depression. H. Burton. The General Theory of Employ- 
ment Interest, and Money (Review Article). W. B. ReppAway. 
Industrial Organisation in New Zealand. G.C. Bruuine. Immigra- 
tion. R. B. MapewIcx. 


The South African Journal of Economics. 


JUNE, 1936. Health and Agriculture. R.F.Grorar. Recent Changes 
in the Relations between the State and Business. StR WILLIAM 
CiarK. Report of the Customs Tariff Commission, 1934-35. 
C. G. W. Scnoumann. Wattle and Quebracho. The Market and 
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Marketing Problems of the South African Wattle Industry. R. 
CopER. Commercial Air Transport. E. D. Weiss. Report of 
the Industrial Legislation Commission. J. N. REEDMAN. 


The Quarterly Journal of Economics. 


May, 1936. Power Aspects of the Tennessee Valley Authority's Program. 
E. 8. Mason. International Trade and Devaluation of the Dollar, 
1932-34. R. Cassapy, Jr., and A. R. UpGREN. Speculation and 
the Carryover. J. B. Wituiams. Monopoly Power and Price 
Rigidities. J. K. Gatprairn. The Brookings Inquiry into 
Income Distribution and Progress. A. F. Burns. 


The Journal of Political Economy. 


JuNE, 1936. A Comparison of Industrial Growth in France and England 
from 1540 to 1640: I. J.U. Ner. Socialism, Planning, and the 
Business Cycle. W. ROpKe. The Variable Reserve Ratio. L. L. 
Watkins. The Organisation of Farm Laborers in Germany. W.T. 
Ham. Note on the Progress of Iron Production in England, 1540- 
1640. J. U. NEF. 


The Review of Economic Statistics. 


Fesruary, 1936. Some Reflections on the Present Situation of Business 
Cycle Theory. G. HABERLER. Agricultural Wage Relationships : 
Historical Changes. J. D. Buack. Business Declines and Re- 
coveries. J. B. Husparp. Secondary Employment : Some Com- 
ments on R. F. Kahn’s Formula. H. Nutsser. A Monthly Index 
of Railroad Earnings, 1866-1914. A. H. CoLE. Review of the 
Year 1935. W. L. Crum. 

May, 1936. Recent Trends in Business-Cycle LIrterature. A. H. 
Hansen, F. M. Boppy, and J. K. Laneum. The Short-Term 
Business Cycle: Its Average Form and Period as Observed in the 
Axe-Houghton Index of Business Activity. C. E. ARMSTRONG. 
Agricultural Wage Relationships : Geographical Differences. J.D. 
Buack. Imperfect Competition and the Trade Cycle. R. F. Har- 
RoD. The Physical Volume of American Foreign T'rade with 
Leading Countries, 1920-32. R. 'T. Norris. 


The American Economic Review. 


JUNE, 1936. Capital Supply and National Well-being. Cart SNYDER. 
Production Credit System of 1933. J. K. Batsrarru and J. D. 
Buiack. Davenport on the Economics of Alfred Marshall. \.. 
Roa@in. Public Utility Rate and Depreciation Bases. 8S. E. 
Howarp. Foreign Trade and Exchange Stabilisation. D. W. 
GILBERT. Capacity to Consume. A. ComIsH. 

JuNE, 1936. (Supplement.) Handbook of the American Economic 
Association. 


The Annals of the American Academy of Political and 
Social Science. 


May, 1936. The Constitution in the Twentieth Century: A discussion 
of the Constitution of the United States in its Relation to Present-day 
Political and Economic Conditions. 

JuLy, 1936. The Attainment and Maintenance of World Peace. Con- 
sidering implications of Foreign Trade, Monetary;and Neutrality 
Policies, Political Strain, and National Sovereignty. 
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Harvard School of Business Administration. 


ButueTIn No. 100. May, 1936. Operating Results of Department and 
Speciality Stores in 1935. Cari N. Scumatz. 

Stupy No. 14. Maron, 1936. Law and Labor Relations. A Study of 
the Industrial Disputes Investigation Act of Canada. 


Econometrica. 


JuLy, 1936. Monopolistic Competition and the Homogeneity of the 
Market. ¥. ZevurHEen. An Econometric Model of Production and 
Distribution. V.EDELBERG. A Study of Costs. W.A.'TWEDDLE 
and R. Stone. Cost Categories and the Total Cost-Function. 1. H. 
PHELPS Brown. Annual Survey of Statistical Technique. Develop- 
ments in the Analysis of Multivariate Data. Pt. I. 


Wheat Studies (Stanford, California). 


Apri, 1936. New Data on United States Flour Production since 1899. 
By States and by Sizes of Mills. Figures of the consumption of 
flour in the United States since 1921 are given, showing that it 
dropped sharply during the depression and declined further when 
the processing tax was imposed. Biennial statistics of flour 
production have been somewhat defective in recent years, but these 
defects, apart from omissions, have been largely remedied. The 
number of small and intermediate size mills has declined relative 
to large mills, but their production has declined even more rapidly. 
This does not apply equally to all sections of the country. 


May, 1936. World Wheat Survey and Outlook. Developments have 
not been striking during the past four months. As a result of 
revised estimates of 1935 crops and consumption the margin 
between export wheat surpluses and import requirements in 
1935-36 now appears a little less narrow than in January. Euro- 
pean imports were smaller this year. Shipments to non-Kuropean 
countries, despite imports into the U.S.A., were not high. Future 
prices tended to decline between January and May. World net 
exports seem likely to reach only 520 million bushels in 1935-36. 
The lower imports will affect chiefly Canadian exports, which 
cannot be expected to exceed 260 million bushels. Total stocks 
at the end of the year may amount to about 665 million bushels, 
little above the pre-depression average. 


Journal des Economistes. 


Marcu—Aprin, 1936. Les Perturbations mondiales. E. Payen. La 
Population du globe. R. J. Prerre. Le Libre-échange, mars- 
avril, 1936. B.D. L. L. E. 


Revue d’Economie Politique. 


Marcu-Aprit, 1936. Morale et économique. L. Ernaupt. La poli- 
tique économique de la Suéde pendant la crise. B. Onuin. Le 
controle des banques en Allemagne. A. DaAvPHIN-MEUNIER. 
L’oeuvre scientifique de quelques économistes étrangers: VIII— 
John Maynard Keynes. J.-M. JEANNENEY. 
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Bulletin de UInstitut des Sciences Economiques. 


, 1936. Les prix et les rendements de lV’agriculture belge de 1791 a 
1935. M. Peretrers. Note sur certains effets des contingentements 
et des taxes @importation. P. Fontieny. La _ conjuncture 
économique de la Belgique et du Luxembourg. L.-H. Dupriez. 


Weltwirtschaftliches Archiv. 


, 1936. Die Industrialisierung Dénemarks unter besonderer 
Beriicksichtigung der Landwirtschaft. J. Warminc. In the 
period 1901-1930, the proportion of the Danish population 
occupied in industry and handicrafts remained constant at 29 per 
cent. The influence of the Foreign Exchange Department of the 
National Bank on industrial development, since 1932, is described. 
The author forecasts the necessity of a reduction of agricultural 
production, and considers a gently progressive forced loan on 
income as a possible means of financing industrial expansion to 
prevent unemployment. Probleme der Exportkontrolle in Japan. 
S. Ocata. Japan’s export trade is controlled by private and 
voluntary exporters’ unions, the state having merely provided the 
legal frame. The control consists of a regulation of output, 
quality, and price of export goods. The regulations start usually 
in one of these three directions, but become fairly quickly general. 
Producers’ unions and exporters’ unions are compared and a 
policy of co-operation or even fusion is advocated. LHisenbahn 
und Kraftwagen unter internationalen Gesichtspunkten. L. DELAN- 
NEY. The article contains a résumé of the measures adopted in 
various countries, to co-ordinate transport services by road and 
railway. Das Problem der Verteilung. H. Mortter. An 
analysis of K. Diehl’s theory of distribution, the main characteristic 
of which is the stress laid on legal factors. Die Natural- und Real- 
wirtschaft im Lichte der Geldtheorie. A Borr. The author 
distinguishes between the “ real side’ of a money economy and 
a barter economy, and shows the consequences for trade-cycle 
theory of a confusion between these two things. The author 
considers contributions to “real ’’ economic theory (particularly 
Say’s Law, Wicksell, and Hayek), and in conclusion points out 
the abuse of a “ barter analysis ” for the explanation of clearing 
agreements in foreign trade. Die Entwicklung des Aussenhandels 
der Niederlande nach dem Kriege (II). J. F. DE Vrixs. Die 
neueste Entwicklung in der amerikanischen Soziologie. T. W. 
GARDLUND. ‘The article describes, in the text, the lines on which 
sociological research in the U.S.A. has developed, and contains, 
in the footnotes, a bibliography of the most characteristic 
publications. 


Jahrbiicher fiir Nationalékonomie und Statistik. 


JUNE, 1936. Untersuchungen iiber den Produktionsprozess in der 


korporativen Wirtschaft. E. Fossati. The deterioration of the 
liberalistic order and the rise of the industrial combine call, in an 
increasing degree, for State intervention. The regulation of produc- 
tion, as practised in Fascist Italy, achieves the elimination of the 
frictions of the liberal system, chiefly by shortening the time of 
adjustments. The article is supplemented by a bibliography of 
recent Italian literature on the new economic order. Der Parallel- 
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ismus von Preis- und Produktionsbewegung. K. Muus. The 
failure of the price mechanism to prevent excesses and misdirec- 
tions of investment in a boom is explained by the fact that 
investment is guided by anticipation of high fictional prices rather 
than by present real prices and that the demand curves for the 
cost factors of investment are upward sloping. The downward 
turn is then caused by the contradiction between the only tem- 
porary increase in investment (owing to the pricing mechanism 
coming again into its own) and the permanent increase in pro- 
ductive capacity of the capital goods industries. Gegenwarts- 
fragen der deutschen Teatilwirtschaft. K. ApEtr. The recent 
changes in the German textile industries under the influence of 
raw-material difficulties are considered, particularly the policy of 
diverting purchases of textile raw materials to countries, where 
German commodities are taken as payment, and the tendency of 
substituting home-made for foreign materials. The increase, in the 
German market, of the price of raw materials shows only partly 
in the prices of finished goods, and has diminished the profit 
margin. Die Entwicklung des internationalen Geld- und Kapital- 
marktes und der Markte einzelner Linder wahrend des Jahres 1935. 
The conclusion of the Annual Survey of the Jahrbiicher on monetary 
conditions. 


Schmollers Jahrbuch. 


JUNE, 1936. Die Kategorieder Ganzheit. P.MENzER. Die Vereinigten 





Staaten und der “ New Deal.” H. Becxeratu. The author 
conceives of the economic situation in the U.S.A. since the War 
as an increasing conflict between the puritan foundations of eco- 
nomic life and the needs of an expanding industrial capacity. 
After the collapse of the “‘ Hoover Formula ”’ intended to bridge 
over this conflict, the “‘ New Deal” was adopted as the policy of 
solving the conflict by reforming both the spiritual foundations 
and the industrial organisation of the country. The new monetary 
policy is criticised as to its internal and international effects. 
Die Kornflut der Gegenwart eine voriibergehende Erscheinung? K. 
WattemaTH. The thesis of a cyclical movement of cereal crop 
yields, owing to alternating periods of predominantly wet and pre- 
dominantly dry periods, is demonstrated for the period since 1800. 
The author concludes that the present abundancy of cereal 
products will be very short-lived, not only because the cycle of 
favourable weather conditions is approaching its end, but also 
because of an exhaustion of agricultural land in the U.S.A., 
Argentine, and Australia. Die gerechte Arbeitszeit als Ergebnis des 
Zusammenwirkens von Arbeitsdruck, Bedarfsdruck und Ergiebigkeit 
der Arbeit. KE. GUntHER. The author discusses typical shapes of 
the curves of disutility of labour, disutility of unsatisfied wants, 
and productivity of labour, which in their interaction determine 
the optimum length of the working day. Economic progress is 
not the only means of mitigating the pressure of unsatisfied wants. 
The alternative, namely education to contentment, will in the 
course of time become more important. 


Vierteljahrshefte zur Konjunkturforschung. 


JUNE, 1936. Welthandel und Handelspolitik. E.WaceMann. Three 
postulates are formulated for the re-establishment of an inter- 
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national division of labour: a change in the policy of the gold- 
block countries which must join in the expansionist economic 
policy of the other countries, a thorough revision of international 
indebtedness involving sacrifices on the part of the U.S.A., and 
the stabilisation of currencies. Preisstruktur und Preisbewegung. 
In a critical examination of Snyder’s theory of the inertia of prices, 
German wholesale prices 1792-1913 are analysed, and it is con- 
cluded that the trends of prices for the different articles do not r 
behave in accordance with Snyder’s theory, but move in divergent 

directions. Geht die Produktionsgiitererzeugung der Verbrauchs- 
giiterproduktion voraus ? The German economic statistics of the 
last decade display a very small correlation between the variations 
in the production of capital and consumption goods. 


Vierteljahrsschrift fiir Sozial- und Wirtschaftsgeschichte. 

Part I, 1936. Landschaftlicher Aufbau und Verschiebungen des deut- 
schen Grosshandels am Beginn der Neuzeit, gemessen an den 
Familienverbindungen des Grossbiirgertums. H. Kramm. The 
author demonstrates, for the case of the interlocal changes of 
German wholesale trade in the fifteenth and sixteenth centuries, 
the thesis that in economic geography the conceptions of location, 
space and environment must not be used as static and iron- 
cast, but as dynamic and influenced by genealogical, biological, 
historical and political factors. Christentum und Hoérigkeit in 
frdnkischen und deutschen Urkunden des Mittelalters. D. von 
GLADpDIS. The interaction between Christianity and the cor- b 





porative organisation of medieval society is shown to result in a 
combination of both views: that all men are equal before 
God, but that some kind of social stratification is conducive to 
the spiritual weal of the lower classes. Zur Geschichte der dster- 
reichischen Verwaltung unter Maria Theresia. J. KALLBRUNNER. 


Zeitschrift fiir Nationalékonomie. 


JUNE, 1936. Die Probleme des festen Realkapitals. C. IvERSEN. 
The author discusses, in a review of Eucken’s and Strigl’s recent 
works on the theory of capital, problems connected with the time 
structure of production, with particular reference to the teaching of 
Scandinavian economists. Uber die Messbarkeit des Nutzens. 
IF. Aur. Seven postulates are stated, which are necessary and 
sufficient for the existence of a determinate function representing 
measurable utility. Gestalt und Bedeutung der Grundsteuer in 
Osterreich. KR. PFAUNDLER. The author examines the Austrian 
land tax in all its aspects, legal as well as historical, economic, 
and budgetary. Probleme der Aussenhandelstheorie und -politik. 
A. Amonn. A comprehensive review of Haberler’s “ Inter- 
national Trade.” Zur Preistheorie des Bedarfsdeckungsmonopols. 
K. Casper. In the discussion of monopoly, it has too much been 
taken for granted, that the motive is to increase profits and that 
the policy of the monopolist is directed by this motive. The 
importance of several other motives is stressed which lead to a 
different policy, e.g. that of minimising profits. Preise und 
Markte. L.Ernaupt. On the occasion of the recent re-publica- 
tion of his articles in Italian, the importance of Professor 
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Jannaccone’s contribution to economic science is stressed. Die 
Grundannahmen der Gleichgewichtstheorie. O. Conrap. The 
view that perfect foresight is incompatible with equilibrium is 
true only in relation to a specific definition of equilibrium, namely 
where exchange of commodities does not take place any more, 
but it is not true for the ordinary stationary state. Zu den 
methodologischen Grundproblemen. A. W. Stonter. Reply by 
A. Amonn. The discussion of methodological problems, started 
by a review of Dr. Stonier’s book by Dr. Amonn, is continued. 


Giornale degli Economisti. 


Marcu, 1936. La disciplina corporativa della produzione con particu- 





lare riguardo all’ agricoltura. A. Serprert. A discussion of the 
lines along which agriculture can best be controlled and ordered 
within the framework of the corporative system. Lo sviluppo 
demografico dei maggiori centri urbani italiani dalla fondazione del 
regno adoggi. U. Guisti. An article containing a considerable 
amount of statistical material showing the growth of urbanisation 
in Italy since 1861. Via delle Indie e via dell’ Italia. G.Morvara. 
The importance of the sea for Italy’s commerce is shown by the 
fact that in 1934 the volume of goods importéd by sea was 
22,233,000 tons as compared with only 3,511,000 tons by rail. 
The Mediterranean is vital to Italy, and England has no right to 
plead the importance of her communications with India as an 
excuse for attempting to dominate the Mediterranean. 


APRIL, 1936. Hconomica per piani ed economia corporativa. Pro- 


FESSOR G. U. Papi discusses various types of intervention and of 
“planned ” economy under conditions of communism, collecti- 
vism and capitalism, and compares them with the disciplining of 
production and the whole economic system under the corporative 
state. The comparison is shown to be highly favourable to the 
latter. Altri dati sulla fecondita legittima in Italia. WL. LENT. 
An analysis of statistics of Italian birth rates according to regions 
and occupations. 


May, 1936. Set mesi di “‘ sanzioni.”’ G. Mortara. An article of 


less than two pages and containing no statistics. Problemi del 
porto di Genova. C. Cozzt. An account and explanation of the 
depressed condition of the port of Genoa. L’economia degli stati 
stazionart. U. Ricct. A review article dealing with Professor 
Pigou’s book The Economics of Stationary States. Sul tasso 
istantaneo e la forza di mortalita. YF. INsoLeRA. A mathematical 
article on some problems of mortality. 


Rivista Italiana di Scienze Hconomiche. 


AprRIL, 1936. L’oro italiano a Londra. M. ALBERTI. The text (un- 





altered) of a memorandum sent to the British Treasury in 1923 
protesting against the transfer to the Treasury of 562 million 
gold lire which had been deposited with the Bank of England 
shortly after the entry of Italy into the War. The British 
xyovernment claimed the gold as a set-off against the cancellation of 
Italy’s war debt, but Signor Alberti denied that this act was justifi- 
able. La solidarieta internazionale dei prezzi e l’autonomia mone- 
taria. A. GamBrno. A criticism of the purchasing power parity 
theory of the exchanges with special reference to the problem 
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of the effects of the devaluation of one currency upon the economic 
conditions and monetary policy of other countries. It is con- 
tended that a “cold” devaluation (i.e. one not preceded by 
inflation) will change the terms of trade against the devaluating 
country and so make possible a new equilibrium of exchange. 
Nevertheless other countries, especially one in the position of 
Italy, will find themselves exposed to loss and disturbance and 
may have to take special measures in self-defence. Ricchizza e 
progresso tecnico. Aspetti sociali della razionalizzazione. A. M. 
CoMPARETTI. A rapid survey of the results of technical progress 
ending with a plea for freer possibilities of international exchange. 
Industria elettrica in regime corporativou. M. Amoroso. Le 
vicende del reddito dell’ agricoltura dal 1925 al 1932. G. Mepict. 
A review article of a book by Professor G. Tassinari dealing with 
agricultural incomes in Italy. 


De Economist. 


Marcu, 1936. De zelfstandige winkelier en de afbetaling. M.JAcOBSEN. 
A discussion of instalment-trading and the hire-purchase system. 
The writer accepts the view of Seligman that “every phase of 
economic life has been attended by the emerging of a new form of 
credit appropriate to its own conditions.”’ Instalment buying is 
the result of present-day conditions, and will remain so long as 
these conditions remain. The producer is therefore compelled 
to accept it, and to coerce the shopkeeper to its acceptance. 
There are three ways of financing the system: (i) financing by 
retail dealers, relying on their own resources; (ii) through a 
financing company (chiefly in the U.S.A. and with special reference 
to automobiles); (iii) through the manufacturer. Statistics are 
adduced to show that the percentage of failures is greater in the 
groups of industries which rely on instalment buying, though it 
is pointed out with what reservations these statistics must be 
interpreted. An attempt to show a “ failure-rate ” (i.e. how long 
a shop lasts) leads to inconclusive results. The article ends with 
a lengthy discussion of the extent of the capital needed, and of 
the extra costs involved. 

APRIL, 1936. Het conjunctuurverloop in Duitschland sedert begin 1924. 
I. A.J.W.ReEnavup. A discussion of the course of prices, wages, 
shares etc., in Germany since 1924—on the same lines as previous 
articles by the same author dealing with the U.S.A., England and 
France. Onze handelspolitiek. S. Postauma. A reply and a 
criticism of the articles by Mr. Plate in the January and February 
numbers on the subject of Trade Policy. The norms established 
by Mr. Plate for government intervention fall outside economic 
principles. Such a “ systematic trade policy ” as Plate advocates 
is impossible in principle. It is impossible to determine in 
advance which industries must in the long run be looked on as 
uneconomic. The only solution lies in the field, not of trade 
policy, but of monetary policy. ) 

May, 1936. De toekomst onzer overheidsfinancién. A. van Door- 
NnINCK. A study of the Budgets of recent years, and suggestions 
with regard to financial reforms, viewing the financial system of 
the country as a whole, i.e. including the Kingdom, the Provinces 
and the local authorities. The article is intended “as a contri- 
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bution to a better knowledge of reality, and to combat the pessi- 
mism which regards natural methods of adaptation as exhausted.” 
Coérdinatie van statistieken. I. Rorr. A detailed discussion of 
the difficulties in securing comparability of statistics, chiefly 
illustrated by reference to statistics of exports and imports. Het 
conjunctuurverloop in Duitschland sedert begin 1924. II. A.J. W. 
Renaup. A continuation and completion of the article on the 
course of prices, etc., in Germany since 1924. 


Index. 
May, 1936. The Effectiveness of Public Works as a Recovery Expedient. 


A. D. GAYER. 

JUNE, 1936. Population Movements and International Trade. I. 
J. B. CoNDLIFFE. 

Juty, 1936. Population Movements and International Trade. II. 


J. B. CoNDLIFFE. 


Journal de la Société Hongroise de Statistique. 


No. 1, 1936. Die ungarische Volkskonskription vom Jahre 1804. G. 
Turrrine. Flasticité et changeabilité économiques. T, SURANYI- 
Uneer. L’influence des emprunts extérieurs sur le mouvement des 
prix et les échanges internationaux. Z. pE OvArt-Parp. Image 
statistique d’un Etat dont le territoire est composé avec harmonie. 
A. Ronat. 

Nankai Social and Economic Quarterly. 

Aprit, 1936. Industrial Capital in China. H.D. Fone. Agricultural 

Economy of Yung-loh Tien in Shensi. Hwa-Pao Wu. 





NEW BOOKS 


British. 


Agricultural Register, 1935-6. Oxford: Agricultural Economics 
Research Institute, 1936. 74”. Pp. 407. 5s. 

[In this third issue of the Register it is assumed that the fundamental legislation 
which introduced the new agricultural policy is already known from earlier 
issues, and this volume deals only with the events of the past year, except so far 
as reference to earlier years is needed to make them clear. The plan of the 
volume follows that of last year, beginning with an Introductory Review, which 
is followed by sections dealing with Legislation, Marketing Reorganisation, 
Subsidies and Levies, Import Regulations, Supplies and Prices, Statistics, Labour, 
and Miscellanea.] 


Aneas (L. L. B.). Investment for Appreciation. London: 
Macmillan, 1936. 9”. Pp. 353. 20s. 


[To be reviewed. ] 


AsHLEY (W. J.). The Economic Organisation of England. Lon- 
don : Longmans, Green and Co., 1935. 7}”. Pp. 261. 5s. 
[A new edition with a new chapter by Prof. G. C. Allen on ‘‘ Economic 
Instability and State Intervention.’’] 
No 183.—voL. XLVI. QQ 
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Association for Education in Citizenship (The). ‘‘ Bibliography of 
Social Studies.” London: Oxford University Press, 1936. 7}’. 
Pp. 111. 

[A list of books for schools and adult classes, classified under the headings 
of : economics, public affairs, recent history, economic history, geography, logic 
and psychology. ] 


BetsHaw (H.), and others. Agricultural Organisation in New 
Zealand. Melbourne: University Press, and London: O.U.P., 1936. 
93”. Pp. 818. 21s. 


[To be reviewed.] 


BonaviaA (M. R.). The Economics of Transport. London : 
Nisbet ; and Cambridge: University Press, 1936. 73”. Pp. 202. 5s. 


[To be reviewed.] 


BuTENscHON (B. A.). Symmetallism—An Alternative to Orthodox 
Bimetallism. Allen & Unwin, 1936. 83”. Pp. 196. 10s. 


[To be reviewed.] 


CaRR-SAUNDERS (A. M.). World Population. Past Growth and 
Present Trends. London: Oxford University Press, 1936. 9”. 
Pp. 336. 12s. 6d. 


[To be reviewed.] 


Cut (Cu’ao-Tine). Key Economic Areas in Chinese History. 
Allen & Unwin, 1936. 9”. Pp. 168. 8s. 6d. 


[To be reviewed. ] 


Cuovu-YinG (LEE). The System of Chinese Public Finance. King, 
1936. 9”. Pp. 256. 12s. 


[To be reviewed.] 


CopLaNnD (D. B.) and Jangs (C. V.). Cross Currents of Australian 
Finance. London: Angus and Robertson, 1936. 8”. Pp. 496. 
10s. 6d. 

(The fourth in a series containing documents on Australian political and 
economic affairs, it covers the period June 1931 to December 1935. The docu- 
ments were drawn from many sources, representative of a wider field of opinion 
than the previous volumes, and are classified under the headings of ‘‘ Common- 
wealth and State Finance,” ‘‘ Monetary and Banking Problems ” and ‘‘ Employ- 
ment and Wages.’’] 


CROWTHER (G.). Ways and Means. London: Macmillan, 1936. 
7h”. Pp. 207. 4s. 6d. 

[An elementary series of twelve broadcast talks on the National Income, 
dealing with the way in which that income is produced, the occupations and 
distribution of the world’s population, the export trade, and concluding with a 
survey of the monetary system.] 


Darsy (H.C.). An Historical Geography of England before 1800. 
Cambridge University Press, 1936. 9”. Pp. 566. 25s. 


[To be reviewed. ] 


Dawson (C. A.). Volume VII. Group Settlement. Ethnic 
Communities in Western Canada. Toronto: Macmillan, 1936. 10”. 
Pp. 395. 17s. 


[To be reviewed.] 
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DopweEL. (H. H.) (Ed.). The Private Letter Books of Joseph 
Collet. London: Longmans, Green & Co., 1933. Pp. 256. 10s. 6d. 

[Joseph Collet was an English merchant who set out to retrieve his broken 
fortunes by service in the East India Company. He was Deputy Governor of 
Bencoolen and Governor of Madras, 1711-19. The letters are mainly concerned 
with personal matters and with family affairs, but occasionally throw interesting 
light on trading and living conditions of the period.] 


Dovetas (F.C. R.). Land-Value Rating. London: The Hogarth 
Press, 1936. 73”. Pp. 76. 2s. 6d. 

[The author, a member of the London County Council, considers the growth, 
the incidence and the practical applications of the present system of local 
taxation. He examines a number of alternative systems, and advocates the rating 
of land values and the exemption of buildings and improvements, largely on the 
grounds that the rating of building and improvements discourages the making of 
them and creates an “ artificial scarcity of land.’’] 


Ernzia (P.). Monetary Reform, in Theory and Practice. Kegan 
Paul, 1936. 8”. Pp. 343. 12s. 6d. 


[To be reviewed.] 


GrorGcE (W. H.). The Scientist in Action. Williams & Norgate, 
Ltd., 1936. 84”. Pp. 355. 10s. 6d. . - 


Guass (D. V.). The Struggle for Population. London: Oxford 
University Press, 1936. 9”. Pp. 148. 7s. 6d. 


[To be reviewed. ] 


GREAVES (H.R.G.). Reactionary England. London: The Acorn 
Press, 1936. 7”. Pp. 160. 5s. 


H6rrpine (W.). German Trade with the Soviet Union. London: 
School of Slavonic and East European Studies in University of London, 
1936. 93”. Pp. 28. 2s. (paper). 

[This Monograph points out that Germany was a pioneer among the capitalist 
nations in opening up trade with the U.S.S.R., gives figures for German exports 
to U.S.S.R. since 1925, examines the changes produced by the increase in British 
exports to the U.S.S.R., and maintains that the U.S.S.R. is still far from being 
independent of foreign supplies.] 


Horton (H. O.), and Mason (R. R.). Costs and Cost Accounts. 
London: Pitman, 1936. 83”. Pp. 319. 10s. 6d. 

[A practical book connecting up the subject of Cost Accounting with that of 
Book-keeping.] 


Hussarp (L. E.). Soviet Money and Finance. Macmillan, 1936 
9”. Pp. 335. 12s. 6d. 


[To be reviewed.] 


Kvozynsxki (R. R.). Population Movements. London: Oxford 
University Press, 1936. 7)”. Pp. 121. 5s. 

[This is a reprint of three lectures delivered at the University of London in 
March 1936. The first deals with our information regarding the population of 
the world, and with the peopling of America by Blacks and Whites; the second 
with recent changes in mortality and fertility and their effects on population; 
the third with possibilities of increasing reproduction and the relation of popula- 
tion change to public opinion. When the author is dealing with the statistics of 
population and the possible effects of various changes, he is admirably lucid and 
extremely interesting. When he comes, at the end, to discuss the effects of 
population changes on employment, much is left unsaid, and the somewhat naive 
analysis appears to indicate a curious lack of liaison between the two sides of 
Houghton Street.] 

QQ2 
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McGrecor (A. C.). The Correct Economy for the Machine Age. 
3rd Edition. London: Pitman, 1936. 83”. Pp. 353. 6s. 


[A revised and considerably enlarged edition. The sections dealing with 
movements of the price level, with the economic policies of Great Britain and 
U.S. subsequent to the outbreak of war, with bank credit, are those which have 
been most altered. ] 


M’GonIGLE (G. C. M.) and Kirsy (J.).. Poverty and Public Health 
Gollancz, 1936. 8”. Pp. 278. 6s. 


[To be reviewed.] 


Mitsubishi Economic Research Bureau. Japanese Trade and 
Industry, Present and Future. Macmillan, 1936. 93”. Pp. 663. 
21s. 


[To be reviewed. ] 


Morrow (I. F. D.). The Peace Settlement in the German—Polish 
Borderlands. London: Oxford University Press, 1936. 93”. Pp. 
558. 25s. 

[A study of conditions to-day in the pre-war Prussian Provinces of East and 
West Prussia, issued under the auspices of the Royal Institute of International 
Affairs. The book has sections on the Danzig, ‘‘ Corridor”? and Memel problems, 
and includes a chapter on the situation under the Third Reich.] 


Morton (N. W.). Occupational Abilities : A Study of Unemployed 
Men. Toronto: Oxford University Press, 1935. 83”. Pp. 279. 
$2.50. 


[A psychological study, using statistical technique, covering seven widely 
distributed groups of unemployed men. Comparison with employed workers is 
made, as also a comparison of the unemployed in receipt and not in receipt of 
relief.] 


Myers (M. G.). Paris as a Financial Centre. King, 1936. 8”. 


Pp. 189. 10s. 
[To be reviewed. ] 


Norvat (A. J.). The Tourist Industry. Pitman, 1936. 84”. 
Pp. 343. 12s. 6d. 


[To be reviewed. ] 


PuHELrs Brown (E. H.). The Framework of the Pricing System. 
Chapman & Hall, 1936. 83”. Pp. 221. 10s. 6d. 


[To be reviewed. ] 


Quresui (A. I.). Agricultural Credit. Pitman, 1936. 83”. Pp. 
189. 7s. 6d. 


[To be reviewed. ] 


Report of a Conference of the Institute of Sociology and the Inter- 
national Student Service. The Social Sciences: Their Relations in 
Theory and in Teaching. London: Le Play House Press, 1936. 7}’’ 
Pp. 222. 

[The Report of a Conference organised by The Institute of Sociology and the 
British Committee of International Student Service. The speakers include a 
number of well-known economists, sociologists, political scientists and economic 
historians. Among the economists are Dr. Hicks, Prof. Sargant Florence, Mr. 
Shove, and Prof. Carr-Saunders.] 
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Royal Institute of International Affairs. The Balkan States. 
I. Economic. London: Oxford University Press, 1936. 8}’. 
Pp. 154. 5s. 


[The purpose of this study is to provide a brief comprehensive review of the 
economic structure and development of the five states concerned. Part I deals 
with general features of the post-war economy of the Balkan States up to 1931; 
Part II deals with the crisis of 1931-32 and subsequent developments as they 
affected agriculture and agricultural prices, foreign trade and the general financial 
structure. Two last chapters- describe attempted solutions and draw con- 
clusions. Various appendices provide the necessary statistical information and 
describe the communications of the area.] 


Rural Reconstruction Association. The Revival of Agriculture. 
Allen & Unwin, 1936. 73”. Pp. 138. 3s. 6d. 


[To be reviewed. ] 


Sayers (R.S8.). Bank of England Operations, 1890-1914. King, 
1936. 73”. Pp. 142. 6s. 


[To be reviewed.] 


“Securitas.” Adventuresin Investing. London: Hogarth Press, 
1936. 73”. Pp. 208. 5s. : ‘ 


[To be reviewed. ] 


SHIELDS (B. F.). The Labour Contract. London: Burns, Oates & 
Washbourne, Ltd., 1936. 7}”. Pp. 152. ds. 


Simon (A. P.). Manchester Made Over. King, 1936. 83”. Pp. 
106. 6s. 


[To be reviewed.] 


Uyenara (8.). The Industry and Trade of Japan. King, 1936. 
8)”. Pp. 260. 12s. 6d. 


[To be reviewed.] 


WititaMs (F.). Plan for Peace. London: Methuen, 1936. 74”. 
Pp. 184. 3s. 6d. 


[The author is Financial Editor of the Daily Herald. The book reviews the 
present political and economic situation in Germany, Italy and Japan and their 
colonial claims and puts forward concrete suggestions for a practical peace 
programme. ] 


Zweic (F.). Economics and Technology. King, 1936. 84”. Pp. 
252. 10s. 


[To be reviewed. ] 


American. 


ANGELL (J. W.). The Behavior of Money. London: McGraw- 
Hill Publishing Co., Ltd., 19386. 9”. Pp. 207. 18s. 


[To be reviewed. ] 


Burns (A. R.). The Decline of Competition. London: McGraw- 
Hill Publishing Co., Ltd., 1936. 94”. Pp. 619. 30s. 


[To be reviewed. ] 
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CiaRK (G.). The Balance Sheets of Imperialism. New York : 
Columbia University Press, 1936. 11”. Pp. 136. 14s. 

[This study examines the validity of the three main claims put forward for 
the possession of colonies: that they provide important outlets for populations; 
that the possession of them gives important opportunities for profitable trade 
which would otherwise not be available; that control over the sources of raw 
materials in colonies adds to a nation’s security in times of war and gives it 
important advantages in times of peace. ‘“‘ The actual record of colonies . . 
demonstrates conclusively that each of the three claims is essentially fallacious.” 
A most valuable part of the study is the large mass of statistical and other data 
that has been assembled and presented in a form nowhere else available. ] 


CLARK (J. M.). Preface to Social Economics. New York: Farrar 
& Rinehart, 1936. 83”. Pp. 436. $2.75. 


[To be reviewed.] 


Dovetas (P. H.). Social Security in the United States. New 
York and London : McGraw Hill Publishing Co., 1936. 8”. Pp. 384. 
15s. 

[To be reviewed. ] 


DowrtE (G. W.). Money and Banking. New York: John Wiley 
& Sons (London : Chapman & Hall), 1936. 9”. Pp. 512. 16s, 

[Intended as an introduction to the study of money and banking, it does not 
confine itself to a discussion of theories, but includes, for example, an outline 
of the early development of United States banking, and an appraisal of the 
monetary phases of the “‘ Recovery Programme.” It lays special emphasis on 
the commercial banking side of credit institutions.] 


Ermartu (F.). The New Germany: National Socialist Govern- 
ment in Theory and Practice. Washington: Digest Press, 1936. 9”. 
Pp. 203. $2. 


HAMILTON (EARL). Money, Prices, and Wages in Valencia, Aragon, 
and Navarre, 1351-1500. Cambridge, Massachusetts: Harvard 
University Press, 1936. 9”. Pp. 307. $4.50. 


[To be reviewed.] 


Haney (L. H.). History of Economic Thought. (3rd Edition 
revised.) New York: The Macmillan Company, 1936. 8”. Pp. 827. 


[This is a third, revised and enlarged, edition of a book which was first pub- 
lished in 1911. The author claims that he is of no “school,” but whatever 
views a reader may hold regarding the relative importance of older and more 
recent work, a serious lack of balance cannot be denied. It is only after pp. 443 
that we reach J. S. Mill, and after pp. 637 that we come to Marshall. Economic 
thought in England since Marshall is given three pages, and no serious attempt 
is made at analysis or appraisal of recent work. No single individual teaching 
to-day in London or in Oxford is so much as mentioned, and we are informed that 
‘« J, M. Keynes and Cunnynghame have done work in mathematical economics.’ 
The former, we are told in a footnote, ‘‘ has made contributions to the theory of 
the Equation of Exchange by introducing more variables than Fisher or Pigou.”’ 
Recent work in the United States receives little, if any, better treatment.] 


Harpy (C. O.). Is There Enough Gold? Washington, D.C.: The 
Brookings Institution, 1936. 8”. Pp. 212. $1.50. 


[To be reviewed.] 


Himes (N. E.). Medical History of Contraception. London : 
Allen & Unwin, 1936. 93”. Pp. 521. 25s. 


[To be reviewed.] 
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Lyon (L. 8.) and ABRAmson (V.). The Economics of Open Price 
Systems. Washington:, The Brookings Institution, 1936. 84”. 
Pp. 165. $1-25. 


[To be reviewed.] 


McKay (D. C.). (Ed.) Essays in the History of Modern Europe. 
New York: Harper & Brothers, 1936. 93”. Pp. 184. $2.50. 


MinuspauenH (A. C.). Local Democracy and Crime Control. 
Washington, D.C. : The Brookings Institution, 1936. 84”. Pp. 263. 
$2. 

[The local government problem, with special emphasis on state and local 
organisation of policing and prosecution.] 


Ricuarps (H. I.). Cotton and the A.A.A. Washington, D.C.: 
The Brookings Institution, 1936. 8”. Pp. 389. $2.50. 


[To be reviewed.] 


RiegGLeMAN (J. R.). Graphic Methods for Presenting Business 
Statistics. London: McGraw-Hill Publishing Co., 1936. 9”. Pp. 
259. 15s. 4 ; 

[This is a purely technical work on the preparation of diagrams, excellently 
illustrated with 266 diagrams. It well deserves the attention of practising 
statisticians. Perhaps the most interesting chapter is that dealing with statistical 
maps, and a number of ingenious devices are shown for the illustration of geo- 
graphical variations. A final chapter deals with the elementary technique of 

- draughtsmanship, a humble but necessary subject of which many statisticians 
are far too ignorant.] 


Rosey (R.). The Monetary Problem. New York: The Columbia 
University Press, 1936. 9”. Pp. 369. 

[This is a reprint of the classic Final Report of the British Gold and Silver 
Commission of 1888. Marshall’s evidence, which was published originally as an 
appendix, and which is now easily accessible in his Official Papers, is not here 
reprinted. There is a valuable introduction of pp. xxviii by Dr. Robey, and 
a brief foreword by Dr. Nicholas Murray Butler.] 


Sayre (F. B.). America Must Act. New York: World Peace 
Foundation, 1936. 73”. Pp. 80 (paper). 

[The author, Assistant Secretary of State, considers what must be done in 
order to assure for the U.S. “‘ jobs, wages, markets, peace.”’] 


SrrRaYER (J. R.). The Royal Domain in the Bailliage of Rouen. 
Princeton : Princeton University Press, 1936. 9”. Pp. 275. 16s. 


French. 


DE MaTRAN (B.). Les Déséquilibres Monétaires et leur Redresse- 
ment. L’alignement du belga. Paris: La Société d’Economique 
Appliquée, 1936. 9”. Pp. 128. 12 fr. 


[M. Baumeret de Matran finds the source of the present economic dis- 
organisation of the world in the abandonment of gold currencies in 1914. In 
this is to be found the true cause of the rise in prices which followed, and of the 
violent deflationary movement which began in 1929. After discussing the recent 
history of the Belga, he concludes that money must be adapted to the economic 
situation, since it has proved impossible to adapt the economic situation to 


money. ] 
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Fourrf-Cormeray (M.). L’Equilibre Budgétaire en Grande 
Bretagne, 1930-1936. Paris: Libraire Technique et Economique, 
1936. 10”. Pp. 169. 25 fr. 

[This is a study of the methods whereby the balancing of the budget and 
financial recovery was achieved during the years following the crisis of 1931. It 
gives an admirable account of how things happened. But the author confines 
himself almost exclusively to the study of the utterances of ministers and men of 
affairs, and his explanations of why things happened are, from the standpoint of a 
professional economist, sometimes a trifle naive. Nevertheless his conclusion 
that budgetary equilibrium sprang rather from the industrial recovery consequent 
on the abandonment of gold and the policy of cheap money than from stern 
measures of economy is of interest.] 


Margouin (R.). L’Evolution du Syndicalisme aux Etats-Unis. 
Paris: Felix Alcan, 1936. 9”. Pp. 256. 

[This is a diploma thesis by a young writer who has held a Rockefeller 
Studentship at Yale. Part I deals with the struggle for economic independence ; 
Part II with trade unionism; Part III with new problems, solutions and principles ; 
Part IV with syndicalism in America and the Roosevelt experiments. ] 


Prrov (G.). La Crise du Capitalisme. Paris: Sirey, 1936. 8”. 
Pp. 201. 15 fr. 

[The second edition of Professor Pirou’s book includes a new preface of twenty- 
seven pages in which he recalls the essential facts of the period since he finished 
writing the first edition in 1933 and indicates the interpretation that he would 
place upon them.] 


Watras (Lion). Etudes d’économie sociale. (Théorie de la 
répartition de la richesse sociale.) Etudes d’économie politique appli- 
quée. (Théorie de la production de la richesse sociale.) Lausanne: 
F. Rouge & Cie. Paris: R. Pichon & R. Durand-Auzias, 1936. 9”. 
Pp. 488 and 499. 


[These are reprints, edited by Professor Leduc, of two volumes of essays which 
had been collected by the author and published respectively in 1896 and 1898. 
The only additions in the present reprint, besides a photograph of the author, 
are a short essay (“‘ Souvenirs du Congrés de Lausanne,”’ first published in 1861) 
in the first volume, and a page of errata in the second. The main divisions of 
the first volume are: I, Recherche de lidéal social; II, Propriété; III, Réalisa- 
tion de Vidéal social; IV, Impét. Of the second volume: I, Monnaie; II, Mono- 
poles; III, Agriculture, industrie, commerce; IV, Crédit; V, Banque; VI, 
Bourse; VII, Esquisse d’une doctrine économique et sociale. ] 


Belgian. 


Compte-rendu des Travaux de la Réunion d’Economistes; Anvers, 
11-13 Juillet, 1935. Braeckmans, Brecht-Anvers, 1936. 10”. Pp. 
206. 20 fr. (belges). 

[This is a verbatim report of a meeting of economists from various countries 
organised by the Antwerp Chamber of Commerce. England was represented by 
Mr. Keynes, Mr. Henderson and Mr. Harrod; Sweden by Professor Ohlin; France 
by Professor Nogaro; Holland by Professor Verrijn Stuart. Nine representatives 
of Belgian Universities were present. 

The proceedings, partly in English, partly in French, include papers by 
Mr. Henderson, Mr. Harrod and Professor Ohlin, amongst others, the subsequent 
discussions of these papers, the proceedings during the drafting of the report, 
and finally the report itself. Broadly, the report recommends stabilisation subject 
to safeguards, and with wider gold points, and the re-establishment of an inter- 
national monetary system with devaluation of national currencies where necessary. 
International policy should be designed to facilitate national policies of easy 
money and expansion. ] 


ene 
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German. 


GroTEe-Mismaut (U.). Indexwahrung als Grundlage einer wirk- 
samen Konjunkturpolitik. Berlin: Junker und Dunnhaupt, 1935. 
93”. Pp. 129. 


KreEssner (H.). Der Wettbewerb zwischen den privaten und den 
offentlichen deutschen Versicherungsunternehmungen innerhalb der 
Individualversicherung. Zeulenroda: B. Sporn, 1935. 8". Pp. 
157 (paper). 

[The author of this dissertation sees in the competition of private companies 
and public bodies a great advantage in the organisation of voluntary insurance 
in Germany. While each of the two forms has its appropriate field, their com- 
petition makes the public bodies more flexible and progressive than they would 
otherwise be, and prevents the private companies from making undue profits 
and developing monopolistic tendencies. ] 


Liprnski (E.). Deflation als Mittel der Konjunkturpolitik in Polen. 
Jena: G. Fischer, 1936. 93”. Pp. 17. 


PFISTER (B.). Die Entwicklung der Arbeitslosenversicherung und 
der Arbeitslosigkeit in England. Stuttgart und Berlin: W. Kohl- 
hammer, 1936. 93”. Pp. 196. ; . 

[To be reviewed.] 


Reine und Angewandte Soziologie. Eine Festgabe fiir Ferdinand 
Tonnies. Leipzig: Hans Buske, 1936. 9”. Pp. 403. R.M. 12.37. 


[To be reviewed. ] 


VERRIJN StuAaRT(G.M.). Die Industriepolitik der niederlindischen 
Regierung. Jena: G. Fischer, 1936. 93”. Pp. 27. 


Wutrr (C.). Internationale Stahlréhrenkartelle als Ausfuhr- 
forderer? Hamburg, 1936. 8}”. Pp. 127. 

[A dissertation describing the history, organisation, and effects of the Inter- 
national Tube Cartel. Its chief mistake is seen in attempts to interfere with 
matters of the single national industries instead of restricting itself to its proper 
task, the regulation of exports and imports. ] 


ZEIGER (K.). Hamburgs Finanzen von 1563-1650. Rostock : 
Carl Hinstorff, 1936. 8?”. Pp. 170. 


[This study of the fiscal policy of the Free City of Hamburg, at the end of the 
era of medizval urban economy, is based on the original documents in the 
State Archives, detailed statistical abstracts from which are given in an 
Appendix. ] 


Austrian. 


Riept (R.). Aussenhandel und Wahrungsschutz. Wien: Oester- 
reichischer Wirtschaftsverlag, 1936. 832”. Pp. 91. 


Czechoslovakian. 
Kanposa (P.). Die Preisgestaltung. Prague: Heinr. Mercy Sohn, 
1935. 9”. Pp. 324. 


[Unemployment and depression are ascribed to price disparities caused by 
State intervention, industrial combinations and tariffs. | 
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Netherlands. 


GOuUDRIAAN (I. J.).. De Oorzaken der Werkloosheid en de Middelen 
ter Bestrijding. Haarlem: Tjeenk Willink & Zoon, 1936. 93”. Pp. 
48. (Paper.) 


Italian. 


Carui (F.). Storia del commercio italiano. II. I] mercato nell’ 
eta del Comune. Padova: Cedam, 1936. Pp. 450. 


[This, the second volume, contains the history of Italian trade from the 
beginning of the eleventh century to the middle of the thirteenth. It is divided 
into four parts: I. The Conditions of Production and the Background of the 
Commercial Question. II. The Technical Factors of Exchange. III. The Local 
Market as Related to Distant Trade. IV. Markets and Merchants in Social and 
Political Life.] 

Det Veccuio (Gustavo). I progressi della scienza economica. 
Padova: Cedam. Pp. xii + 525. 551. 


Lanzitto (A.). Lo Stato nel processo economico. Padova : 
Cedam. Pp. xvi + 232. 251. 


Luzzattt (L.). Memorie, Vol. II. Bologna: Zanichelli. Pp. 
566. 501. 


MicHEts (R.). Nuovi studi sulla classe politica. Milano: Al- 
brighi. Pp. xv + 187. 101. 

Nel Cinquantenario della Societa Edison, 1884-1934. (Four 
Volumes.) Milan, 1934. A Cura della Societa Edison. 123”. Pp. 
505. 

Nuova collezione di economisti. Vol. XI. Lavoro. Torino: 
Utet. Pp. lxviii -++ 932. 901. 

Panunzio (S.). L’economia mista. Dal sindacalismo giuridico al 
sindacalismo economico. Milano: Hoepli. 501. 


Part (G. U.). La crisi come negazione di conoscenza. Padova: 
Cedam. Pp. 135. 121. 


Scoca (S.). Elementi di scienza delle finanze. Lanciano : 
Carabba. Pp. 397. 141. 


Studi in onore di Riccardo Dalla Volta. Firenze: Poligrafica 
Universitaria. Vol. I, pp. xxii + 488; Vol. II, pp. 496. 1001. 


Scandinavian. 


AKERMAN (J.)._ Ekonomisk Kausalitet. Lund: C. W. K. Gleerup, 
1936. 10”. Pp. 155. 4 kr. 


[To be reviewed.] 


Heckscuer (KE. F.). Sveriges Ekonomiska Historia fran Gustav 
Vasa. Vol. I, Pt. ii. Stockholm: Albert Bonniers, 1936. 10}”. 
Pp. 707 +. xli+ 40. 22 kr. 


[To be reviewed. ] 
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Official. 
BRITISH. 
Annual Report of the Chief Inspector of Factories and Work- 
shops. 1935. H.M. Stationery Office, 1936. 93”. Pp. 106. 2s. 
Guide to Current Official Statistics. Volume 14,1935. London: 
H.M. Stationery Office, 1936. 94’. Pp. 365. Is. 


LEAGUE OF NATIONS. 
The Problem of Nutrition. Interim Report of the mixed 
Committee on the Problem of Nutrition. Allen & Unwin, 1936. 
Pp. 98. 2s. 


[To be reviewed. ] 











